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PREFACE 


The Central Board of Secondary Education, New Delhi has 
introduced the new Syllabus in Accounting from the academic session 
1989-90 for the Plus Two Stage. The present Book has been prepared 
according to the syllabus prescribed by the Central Board of Secondary 
Education, New Delhi, for Class XI in the subject of Advanced 
Accountancy. 


The important features of the book are as follows : 


The treatment of the subject is simple as well as exhaustive. At 
places it is repetitive. This is to help the student to learn certain concepts 
as a matter of habit, particularly the concept of ‘debit’ and ‘cerdit’ and the 
principles of double entry system and their application, it being understood 
that these principles are the foundation on which the superstructure of the 
subject is built. If the student understands or grasps these principles 
thoroughly, more than half the battle is won and there are no chances of his 
stumbling when he takes up the study of advanced topics. Particular 
attention has been paid to explain even the minor details which usually 
prove to be pitfalls for the student. As a result of this, the Book has 
become a little too bulky and no deliberate attempt has been made to shear 
it of details which a beginner must learn to understand the technicalities of 
the subject. 


It is highly innovative of the Board to have introduced the topic of 
Computers which are an in-thing in every walk of life these days. Even an 
elementary knowledge of Computers will go a long way in helping the 
student in practical life when he enters into the business world. 


The most important plus factor of the Book is inclusion of a large 
number of solved examples. A comprehensive selection of questions 
properly graded has been given at the end of each chapter. 


My special thanks are due to Shri Bharat Bhushan who helped me at 
every stage of preparation of this Book. A word of thanks is also due to 
the Publishers. They have really done a neat job. 


Suggestions for the improvement of the book will be thankfully 
received and acknowledged. 


N. D. KAPOOR 
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Syllabus in Accountancy for Class XI prescribed by CBSE, 


New Delhi 


One Paper : 100 Marks Unitwise weightage 


Unit 1 : Accounting-Meaning, Objectives and Basic Accounting Terms 


Meaning : (summarisation of accounting process in simple 
words). Financial transaction, Recording, Classification and 
Summarisation, Analysis and interpretation. Objectives : To 
maintain records of business, Calculation of profit or loss, 
Depiction of financial position, To make the information 
available to various groups and users. Basic Terms : Capital, 
Liability, Asset, Revenue, Expense, Purchase, Sale, Stock, 
Debtors, Creditors. 

Unit 2 : Theory Base of Accounting 


Basic assumptions : Accounting entity, Going concern, : 


Money measurement, Verifiable Objective, Accounting period. 
Basic Principles : Revenue realisation, Expense, Matching, Full 
disclosure, Verifiable objective and dual aspect. Modifying 


Principles : Materiality, Consistency, Conservatism (prudence), 


Timeliness, Industry practice. 
Unit 3 : Origin and Recording of Transactions 

Source documents. Accounting equation-meaning and 
computation. Rules of debit and credit : for assets, for liabilities, 


for capital, for revenue, for expense. Double Entry Book Keeping.: 


Books of original entry—meaning, format and entries. Journal, 
Cash bodks—single column, double column (cash and bank) and 
petty cash book, Day books— purchases, sales, purchases returns 
and sales returns. Ledger: Meaning, utility, format, distinction 
between books of original entry and ledger, Classification of ledger 
accounts, Posting from journal, cash book and day books, 
Balancing of accounts. Bank Reconciliation Statement : Meaning, 
. Need and importance, Preparation—simple exercises. 

Unit 4 : Trial Balance and Errors 

Meaning of trial balance. Objectives of trial balance : To 
ascertain arithmetic accuracy of ledger accounts, to help in locating 
errors, to help in preparation of final accounts. Preparation of trial 
balance by balance method. Errors : Errors of commission, Errors 
of omission, Errors of principle, Compensative errors. 
Rectification of errors—passing journal entries. Suspense 
account—meaning, utility, preparation and disposal. 
Unit 5 : Financial Statements - Trading Account and Profit 

and Loss Account, and Balance Sheet 

Trading account, meaning, need, preparation. Profit and 

loss account, meaning, need, preparation. Balance Sheet, meaning, 
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need, preparation. Use of further information for UO EAE pe 
preparation of final accounts : Depreciation, Provision for d t 
debts, Outstanding expenses, Prepaid expenses, Income received m 
advance and accrued incomes, Broad classification of capital and 
revenue items, Closing stock. Methods of presenting final 
accounts : Horizontal form—meaning presentation, Vertical 
form—meaning presentation. 
it6: ter Awareness 
a ee. to computers—meaning & features. Role of 
Computer in accounting. Concept of flow chart. Type of process 
in relation to accounting system such as spread sheet, data base and 
word processor. 

The students should be exposed to the software packages 

relevant to elementary accounting applications. 
Unit 7 : Depreciation, Reserves and Provisions . 

Depreciation : Meaning of depreciation ; Need for charging 
depreciation ; Methods of depreciation—straight line method, 
written-down value method. Reserves and Provisons : Meaning 
and importance ; Difference between reserves and provisions ; 
Type of reserves : revenue Ieserves— general reserves and specific 
reserves for replacement of assets, capital reserves (example) ; 
Provision for doubtful debts ; provison for discount on debtors ; 
provision for taxation ; Accounting for reserves and provisions. 
Unit 8 : Bills of Exchange 

Definition. Features. Parties to a bill of exchange—drawer, 
drawee and payee, Specimen of a bill of exchange. Important 
terms : Terms of bill, days of grace, date of maturity, negotiation, 
endorsement, discounting of bill, dishonour of bill, noting charges, 
retirement and renewal of a bill. Journal entries. Necessary 

accounts in the books of drawer and drawee. 
Unit 9 : Accounts of Non-Profit Organisations : 

Meaning of non-profit organization with examples. 
Receipts and payments account. Meaning and relevant items. 
Income and expenditure account and balance sheet. Meaning and 
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relevant’ items ; preparation ; Distinction between receipts and , 


payments account and income and expenditure account ; 
Preparation of receipts and payments account from income and 
expenditure account with additional information (simple 
ises). 
Иш САТ from Incomplete Records 
Meaning. Ascertainment of profit/loss by statement of 
ffairs method. Preparation of trading and profit and loss account 
ТЯ balance sheet (with reference to missing figures in debtors 
account, creditors account, B/R and B/P and cash). 
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ACCOUNTING I 


UNIT 1 


Accounting — Meaning, Objectives and 


Basic Accounting Terms 


(6 marks) 
( Meaning: (Summarisation of Accounting Process in simple words) 
(a) Financial Transactions, 
(b) Recording, 
(c) Classification and Summarisation, 
(d) Analysis and Interpretation. 


` (D Objectives: — 
(а) To maintain Records of Business, 
(b) Calculation of Profit or Loss, 
(c) Depiction of Financial Position, 
Ad) Tomakethe Information available to various Groups and Users, 


(iii) Basic Terms :. 
(a) Capital, 
(b) Liability, 
(c) Asset, 
(d) Revenue, 
(e) Expense, 
(f) Purchase, 
(g) Sale, Y 
(й) Stock, 

(i) Debtors, 
() Creditors. 


Accounting : 
Meaning and Objectives 


A business comes into existence primarily to make profit. In this attempt 
it provides goods and services to the community. It also provides means of 
. livelihood to some members of the community by creating employment 
Opportunities. These are some subsidiary or secondary motives. The all- 
important motive of a business, however, is to make profit. “Profit to a 
business is like food to a human body : the body must grow and develop—with 
the assistance of food. Take away the supply of food and the body wastes away 
and dies." Every businessman, therefore, is interested to find out the amount 
of profit earned (or loss incurred) during a certain period (called ‘accounting 
period’), usually an year. In order to find out the amount of profit or loss; he 
must have a complete and systematic record of the business transactions (i.e., 
dealings in money or money’s worth) entered into during the year. 


There are, however, some businesses which donot exist solely for making 
profit. For example, business run by the Government or some Government. 
agencies engaged in the supply of necessary services like water, electricity, 
transport etc., to the community, educational institutions, do not necessarily 
exist for making profit. But even they must have a complete record of what 
they do in order to find out.the cost of services they render. In this book, we 


shall be concerned mainly with those businesses which are run purely on 
commercial considerations and to earn profit. 


н Accounting helps a business in having a complete and systematic record 
of its business transactions in terms of money, reporting results of business 
activities and interpreting such results for purposes of effective control of 
future operations or activities, In view of this helpful role of accounting, it has 
often been called thé language of business. Like any language, it can never 
express our thoughts with absolute precision and clarity. Our task of learning - 
this language is complicated by the fact that many of the terms used іп 


accounting теат almost, but not quite, the same as th in everyday 
life. You mustlearn to think of f. cad: 


t these terms in their accounting rather than their 
popular meaning? 


1. An Introduction to Bi 


А usiness Accounti 
2. Accounting Step by С 


в by W.C.F. Hartely, P. : 
Step by R.G.A. Boland, Page 10. eae 
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ACCOUNTING 


Accounting is the art of recording, classifying and summarising in a 
significant manner and in terms of money, transactions and events which are, 
in part at least, of a financial character and interpreting the results thereof.) 
The important points involved in this definition are brought into sharp relief 
in the following discussion : 


The need for accounting is initiated by business transactions, A small 
business may be involved in only a small number of business or financial 
transactions in an accounting period, buta large business may have toaccount 
for many thousands of transactions in an accounting period. The business 
transactions are recorded in books of account of the business. 


There must be some evidence of each business transaction that is 
recorded in books of account. The evidence must be such as proves that the 
transaction really occurred. This evidence may be supplied— 


U) by a document genereted within the business, such as a receipt 
obtained for a payment made, or 


(2) by some document that flows into the business, such as an invoice 
received from the’supplier of goods or a promissory note received from a 
customer to whom goods were sold on credit. 


Such documents ‘as аге or instruments the evidence of a transaction 
are referred to as primary documents or vouchers. The records Prepared by 
book-keepers or accountants must be supported by this basic evidence: The 
receipt of vouchers by accountants reveals to them that transactions have 
occurred, The vouchers initiate the accounting process as shown below: 


Documenting 


Analysing 
the 
transactions 


the 
transactions 


Recording 
the 
transactions 


Steps in Accounting Process 
The various steps involved in the accounting process are as follows : 


1. Analysing the transactions. Each business transaction is analysed to 
determine how it will affect the financial condition of the business andalso the 


Sere ee 
1, Committee on Terminology of the American Institute of Certified Accountants, 
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profit or loss made by the business. 
2.- Classifying the transactions. All transactions, in a large or small 
business, fall into five major classes : ў 
(а) Cash receipts. Cash flows into the business from various 
sources as sales of goods for cash, receipts from customers to 
whom goods were sold on credit, loans, etc. 


(b) Cash payments. Cash flows out of the business for cash 
purchases, payments to suppliers from whom goods were pur- 
chased on credit, salaries and wages to clerks and workmen and 
other expenses incurred in the course of running the business. 

(c) Credit purchases or purchases ‘on account’. 
(d) Credit sales or sales ‘on account’. 
(e) Miscellaneous transactions. 

The above five classes account for the great bulk of each year’s transac- 
tions of a business, but there are a number of other transactions too which we 
will discuss in course of time. 

The classification of a transaction will affect how and where it is to be 
recorded. 


3. Recording the transactions. In our country the transactions are 
usually recorded manually but thé use of accounting machines and computers 
is also becoming popular these days. It should be remembered that the book- 
keepers and the accountants make the second record of the transactions. The 
first or the initial record is the ‘primary document’ or the voucher. 


4. Summarising the transactions. Where a business has thousands of 
transactions in an accounting period, it is necessary to summarise their effect 
upon the financial condition of the business — to condense the information 
contained in the books of account into meaningful figures for the guidance of 
the proprietors or the management. As will be seen later, the necessary 
summarising is done in various stages of the accounting process 


E Interpreting the accounting record yielded by the transactions 
periodically. This is done by calculating various ratios and percentages OF 


other relationships, for the purposes of evaluating past performance of the 
business and making sound plans for the future. 


OBJECTIVES OF ACCOUNTING 
ге main objective of accounting is to maintain a record of business 
р sactions in a systematic manner to enable the owners to ascertain profit or 
UE аб during an accounting period and also to know the financial 
‘on at the end of this period. The accounting thus provides meaningful 
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financial information about the business to those who need it and who have a 
right to have such information. This information may be needed by any of the 
following who have a legitimate interestin the financial information about the 
business enterprise : 


1. Owners— present and prospective. 

2. Managers— (who may also be owners in case of a sole proprietary 
business, for example) to help them plan and control the activities of the 
business enterprise. ^s 


3. Creditorsfor goods and money— present and prospective. Those who 
have supplied money or sold goods on credit to the business will naturally be 
interested in knowing its financial condition. Prospective lenders or suppliers 
of goods on credit will also like to have information about the financial 
condition of the business before lending money or selling goods on credit. 


4. Employees. They are interested in the well-being of the business 
because their existence depends upon the continuance of the business. They 
are interested in the proper accounts being maintained by the business because 
the bonus etc., that they will gét will depend on the profit shown by the 
business. 


5. Insurers—against loss from fire and theft. . 


6. Governmental departments—Centre, State and Local. Many of the 
governmental departments require financial information from business units 
in connection with licensing, taxation or regulation of business activities 


FUNCTIONS OF ACCOUNTING 
The various functions of accounting are as follows : 


ok Systematic record of business transactions. The first function of 
accounting is to enable a business to keep a systematic record of business 
transactions. This function is‘achieved through book-keeping which is an 
integral part of accounting. 


2. Communicating results to interested parties. The second function of 
accounting is to classify, summarise and analyse transactions recorded in 
books of áccount and to supply meaningful information about the financial 
activities of the business (0: owners of the business, managers, creditors, 
insurers and the Government. 


3. Compliance with legal requirements. A business is required by law 
to file various statements, like income-tax returns, sales-tax returns, produc- 
tion during the accounting period, etc., with various authorities of the 
Government. Periodical financial statements and statements showing profit 
or loss made during the accounting period have also to be submitted to banks 
and financial institutions from whom loans etc., have been taken. In case of 
joint stock companies, these statements have to be compulsorily sent to the 


D 


6 


members of the company periodically. This can be achieved only if there is 
proper accounting system in the business? 

4. Protecting the property of the business. This function of accounting 
implies that the accountant will devise such a system of recording transactions 
that the assets of the business are not put to any wrong use and at the same time 
complete record of assets is available all the time. ў 


ADVANTAGES ОЕ ACCOUNTING 
The following are the advantages of accounting to a business : 


1. Complete record. Yt helps in having acomplete and systematic record 
of business transactions. No businessman can possibly remember all the 
business transactions and other details about his business. Perforce he has to 
have a complete record in books of account. - 

:2. Information regarding progress and position. Yt gives information 
about the profit or loss made by the business at the close of the accounting 
period and its financial condition. The basic function of accounting is to 
supply meaningful information about thé financial activities of the business to 
the owners and the managers 

3. Assistance to management. Yt assists the management in (а) planning 
the activities of the business in ruture, (b) taking — aecisions 1m certain 
matters, as for example whether certain goods should be manufactured or 
purchased in the open market, and (c) controlling the business activities 
according to the schedules of time and production targets. 

4. Comparative study. It facilitates comparative study of current year's 
profit, sales, expenses, etc., with those of the previous years. z 

5. Compliance with legal formalities. Ithelps in complying with certain 
legal formalities, like filing of income-tax and sales-tax returns. If the 
accounts are properly maintained, thé assessment of taxes is greatly facili- 
tated. 

6. Other advantages. It helps a business іп many other ways, е.$., 


(a) properly maintained accounts can be produced as a proof of 
certain matters which.are being disputed in a law court. 


(b) in case of sale of business, the work is greatly facilitated if the 
accounts are properly maintained, 


LIMITATIONS OF ACCOUNTING 


- The primary function of accounting is to accumulate meaningful infor- 
mation about the financial activities ofa business enterprise. This information 
is ultimately summarised in the form of financial statements. ‘These financi 
statements can be relied upon only if they have been prepared in accordance 
with a body of generally accepted rules, principles or conventions. These 
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principles (discussed in Unit 2) are not strictly binding and are subject to 
personal judgment. This subjectivity gives rise to the following limitations of 
accounting : 

1. Only transactions involving money are recorded. Accounting records 
only those transactions which can be evaluated in terms of money. Contribu- 
tory factors like honest management and its reputation (like that of Tatas), 
workers’ morale, hiring and firing policy of management are not reflected in 
accounting. This is because these are non-monetary factors. 

2. Instability of money. Value of money is subject to constant fluctua- 

tion. Because of spiralling inflation, value of money has been steeply falling. 
- This fact is, however, not reflected in accounts. 
: 3. Comparisons misleading. In view of subjective elements in account- 
ing principles, like valuation of stock at cost, or market price, or cost or market 
price whichever is lower, comparison of financial results of different business 
units is misleading. 

4. Financial statements do notreflect true worth. Inabusiness assets are 
acquired continuously overaperiodof time, A building acquired twenty years 
back may be worth twenty times its cost. Yet it will be pooled with a building 
acquired today. The total value of the buildings as shown in financial 
statements is, therefore, misleading, Likewise, in case of long-term liabilities, 
life insurance policies, etc., their true worth may not be reflected in the 
financial statements. As such it is not Possible to have a precise idea of the 
present worth of a business, 

5. Conservatism clashes with consistency. The principle of conserva- 
tism quite often clashes with principle of consistency and objectivity. For 
example, ‘cost or market price’ is the principle which is generally followed in 
case of valuation of stock. Let us say a business deals in products A and B. On 
the date of valuation of stock, the market price of product A is less than its cost. 
Thus product A will be valued at market price and product B will be valued 
atcost. This means two different methods of valuation of stock are followed 
in the same business at the same time. 


+; 


ВООК-КЕЕРІМС 
Book-keeping тау be defined as the art of correctly recording business 
‚ transactions in money or money’s worth їп а systematic manner so that the 


businessman at any time is in a position to get from the record the following 
vital information : 


(a) what is owing to the business and by whom ; 
(6) what is owing by the business and to whom ; 


(c) the profit or loss made: by-the business in a certain period and the 
sources of such profits and losses ; 


(d) the amount of capital eniployed in the business ; 
(e) the financial position of the business at any point of time ; and 

(f) the position of the business today compared with what 1t was yester- 

day, last month or year. ; 

A business trausaction may be defined as a person' s dealings or transac- 
tions in money or money's worth. The difference between “money transac- 
tions” or “money’s worth transactions” may be explained with the help of an 
example. If Rs. 200 is paid in cash as wages to a workman, this is a transaction 
in money ; if Ram buys goods on credit from Sham of the value of Rs.500, it 
is a transaction in money's worth. 


A business transaction, in simple words, is an act performed by two 
persons in buying and selling of goods and services, or paying and receiving 
ofcash. Sometimes even though no specific actis performed, there takes place 
a business transaction. For example, Ram sells goods to Sham on credit for 
Rs.100. He purchases goods from Krishna on credit for Rs.100. If Ram asks 
Sham to pay the amount to Krishna in settlement of the debt; there takes place 
a business transaction. Likewise, at the end of the accounting period, some 
provision may be made for depreciation of assets which were used in earning 

' the income. Or during the year, some stock may have been destroyed by fire. 
These are also business transactions and have to be recorded in books of 


account. 


It should be carefully noted that every business transdction has two 
aspects, the debit aspect and the credit aspect. To have а complete record of 
a business transaction in books of account, both these aspects have to be 
recorded. 


Cropper’ definition. "Book-keeping is the science of recording transac- 
tions in money or money’s worth in such a manner that, at any subsequent day, 
the nature and effect of each transaction, and the combined effect of all the 
transactions, may be clearly understood so that the accounts prepared at any 
time from the records thús kept may show the owner of the books nis true 
financial position.” In simple words, book-keeping is concerned with the 
recording of business transactions in such manner that the monetary aspect of 


(a) each separate transaction, ` 

(b) each group of similar transactions, and 

(c) the whole of the transactions entered into during a given period, 
may be ascertained with the minimum of trouble and delay. 


And in order to accomplish the above results, the transactions are 
recorded in suitably ruled books which facilitate the classification of similat 


items and at the same time aggregation of these items. These books shall 
discussed in detail later. · 


9 
BOOK-KEEPING AND ACCOUNTING 


Book-keeping is essentially concerned with the recording of business 
transactions in books of account. Accounting goes a step further. it includes 
not only the recording of business transactions but also summarising these 
transactions and analysing and interpreting their effect on the working of the 
business. As such accounting has beer called the “language of business”. 
Book-keeping provides the preliminary or initial record. Accountin g proc- 
esses this record. Actually book-keeping is a part, and an essential part, of 
accounting, 


The underlying purpose of accounting is to supply meaningful informa- . 
tion about the financial activities of a business to the proprietors or the 
managers to help them plan and control thé activities of the business. To get 
this information, there must be a systematic record of business transactions in 
terms of money, a function which is performed by book-keeping. 


A book-keeper records the business transactions. His work is more or less 
ofaroutine type and clerical in nature, An accountant’s work goes beyond that 
of a book-keeper’s. He is a specialist in his field and his job is to provide vital 
information to the managementin its pursuance of the profit motive and future 
programme. 


‚ There are, however, no hard and fast Tules to determine as to where a 
book-keeper’s work ends and the accountant’s begins. Ina small concern, the 
proprietor may himself record all the business transactions from beginning to 
end and prepare whatever statements are needed. Or else, he may employ a 
book-keeper who does all the job of recording and analysing business 
transactions, 


The process of book-keeping and accounting may be summarised into the 
following steps : 
| A. Book-keeping —The following steps are covered under її: 
1. Recording transactions in books of original entry. 
2. Posting to ledger accounts. 


3. Balancing the ledger accounts to find out the net effect of the 
entries. - 


4. Extracting a trial balance to check the arithmetical accuracy of 
the postings. 


B. Accounting—The following steps are covered under it : 
1. Making adjustments for such matters as bad debts, depreciation, 
outstanding and prepaid expenses, accrued incomes, i.e., in- 


comes earned but not yet received, and incomes received in 
advance. 
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2. Preparing a post-closing trial balance. 

3. Preparing statements showing the results of business activities 
and the financial position of the business, i.e., profit and loss 
account and balance sheet. 

4. Analysing and interpreting the financial statements. 


The above steps involved in book-keeping and accounting process are 
also termed as the accounting cycle. 


Two Primary Objectives of Business 


The management of every business is primarily interested in knowing 
from the record of business transactions in books of account : 


1. the PROGRESS made by the business in the accounting period, and 
2. the financial POSITION or WORTH of thé business on a particular 
day, usually the last day of the accounting period. - 
The progress orotherwise of the business is indicated by the profit or loss 
made during the accounting period. The profit or loss is calculated by 
preparing an account called Profit and Loss Account. 


The position of the business on a particular day is disclosed by astatement 
called Balance Sheet. A Balance Sheet is a statement of what the business 
possesses and what it has to receive ona particular day, and what it has to pay 
on that day to outsiders and to the proprietors. . . 


The above objectives of a business, i.e., operating profitably and staying 
solvent (i.e., having sufficient funds for paying off debts as and when they fall 
due) are the two basic tests of the survival of the business. 


Progress Made by Business, i.e., Earning Profit or Income 


Let us take a simple illustration to give you an idea of the profit or loss 
made by a business in a certain period and its financial position. Suppose 
Bharat starts a small business of buying and selling of typewriters under 
the name of “Fancy Typewriters Co.” and puts Rs. 10,000 as thé starting 
amount into the business. This sum of Rs. 10,000 is Bharat’s capital or equity 
in the business. The following are his transactions for the first month ending 
January 31, 1989. 


January 5 Bought two Remington typewriters at Rs. 3,000 each for cash. 
10 Bought one Godrej typewriter for Rs. 3,500 for cash. 
12 SpentRs. 100 on distribution of hand-bills for advertising the sho?" 
15 Sold one Remington typewriter for Rs. 3,750 cash. 
27 Sold the Godrej typewriter for Rs. 4,500 cash. 
29 Sold the other Remington typewriter for Rs. 3,800 cash. 
31 Paid rent for the hire of the shop Rs. 450. 
31 Went to cinema and spent Rs. 250 on tickets and refreshment 
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The’ gross profit on the sale of typewriters would be found out as explained 
below : 


Sale proceeds of 3 Typewriters : Rs. 3,750+4,500+3,800 = Rs. 12,050 - 
Less Cost „ Rs. 3,000+3,000+3,500 = Rs. 9,500 


Profit —— 2,550 


Cost of goods sold or merchandising cost. The term ‘merchandise’ 
means goods that are bought and sold in a business. That is the main purpose 
ofacommercial or trading concern. A manufacturing concèrn also essentially 
does the same thing — but before it can sell the manufactured goods, it has to 
convert the raw material purchased into finished product and this operation 
involvesa numberof expenses. At present we shall be concerned with a simple 
trading concern like the Fancy Typewriters Co., in the above illustration, 
which purchases finished or ready-made goods and sells them in the same 
form. 


The cost of goods sold or merchandising cost ina trading concern is found 
out as follows : 


Opening ‘Stock Rs. 
+ Net Purchases (i.e., Cost of Merchandise acquired 
for Resale minus Purchases Returns) 
+ Freight 
+ Carriage or Cartage Inwards 
Cost of Goods available for Sale 
— Closing Stock 


Cost of Goods Sold 


Gross Profit or Gross Income. This is the difference between the sale 
proceeds and the cost of goods sold. If the sale proceeds are more than the cost 
of goods sold, there is gross profit . If the sale proceeds are less than the cost 
of goods sold, there is gross loss. In the’ above illustration the profit of 
Rs. 2,550 made by the Fancy Typewriters Co., is gross profit. The calculation 
of gross profit is set out formally in the Goods Account or Trading Account. 


Expense of doing the business. Gross profit does not give us the full 
picture of the working of a business. A number of other expenses, like office 
rent, staff salaries, stationery and printing, electricity charges, advertisements, 
delivery expenses, are also incurred. These administrative and selling 
expenses — also known as expense of doing the business or operating 
expenses — must bé taken into account in order to find out the progress made 
by the business in an accounting period. 


Net Proftt or Net Income. This is found out by deducting operating 
expenses of the business from the gross profit. 
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The calculation of the net profit is set out formally in the Profit and Loss 
Account. The full working of the above illustration is set out below : 


STATEMENT OF PROFIT AND LOSS OF FANCY TYPEWRITER CO. 
for the month of January, 1989 


Rs. 
Sales 12,050 
Less Cost of Goods Sold (Purchases) 9,500 
Gross Profit 2,550 
Less Rent and Cost of Hand-bills 550 
Net profit 2,000 


The form of Trading and Profit and Loss Account in actual practice will 
be explained later. 


Business Entity Concept. At this stage you may ask one question as to 
why the amount spent by Bharat on cinema tickets and refreshment has not 
been taken into account in calculating the net profit. The answer lies in a very 
simple point. We treat business (Fancy Typewriters Co.) and Bharat (the 
owner or proprietor of the business) as two separate entities. Bharat owns the 
business and the profit earned by the business belongs to him. Butin order to 
find out the profit earned by the business, Bharatmust charge the business with 
only such expenses’ as are incurred to earn that income. If, in the above 
example, Bharat had spent Rs. 2,000 on cinema tickets and refreshment and 
had charged this expense to business, it would appear that the business earned 
no profit atall. This, on the face of it, is wrong. Thus under the business entity 
concept, a business is treated as separate and distinct from the proprietor or 
proprietors. 


Further each business transaction is recorded in books of account of the 
business, i.e., from the point of view of the business and not from the point of 
view of the proprietor. That way, the proprietor of the business is like a 
creditor of the business but in case the business goes into liquidation, he is to 
be paid only when the’other creditors have been paid in full... 


Financial Position of Business, i.e., Staying Solvent 


Now wecometo the concept of financial position of the business. Bharat 
putRs. 10,000 into the business on 1st January, 1989 This is Bharat's capital. 
During the month the business made a profit of Rs. 2,000. Assuming that he 
withdrew no money from the business during the month, his capital should 
Rs. 12,000. This is equal tocapitalatthebeginnirg plus net profit made during 


ihe month. This means the position of the business on 31st January, 1989 i5 
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better as compared to what it was on 1st January, 1989 and is now worth Rs. 
12,000. This information is set out in the form of a statement called Balance 
Sheet. The purpose of the Balance Sheet is to show the financial position of 
a business on a particular date. Thé Balance Sheet in the above illustration 
would appear as follows : 


BALANCE SHEET OF FANCY TYPEWRITERS CO. 
as on 31st January, 1989 ^ 


Assets 
Cash Rs. 12,000 
Capital employed 
Original Capital Rs.10,000 
+ Net Profit Rs. 2,000 Rs. 12,000 


Or 
BALANCE SHEET OF FANCY TYPEWRITERS CO. 
as on 31st January, 1989 


Liabilities 


Bharat's Capital 


You willleam the form of Balance Sheet indue course of time. Extending 
the above illustration a little further, we assume that Fancy Typewriters Co., 
bought two typewriters from Kamal & Co., for Rs. 8,000 on credit during the 
month and they remain unsold at the close of the period. In such a case, the 
Balance Sheet would appear as follows : 


BALANCE SHEET OF FANCY TYPEWRITERS CO. 
as on 31st January, 1989 


Kamal & Co. 
Bharat's Capital 
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A simple analysis of the above Balance Sheet would give us the following 
information : 

The total assets of the business (anything of value owned by the business) 
are worth Rs. 20,000. Out of these Rs: 8,000 are to be paid to Kamal & Co. 
This is termed as a liability (amount owing to outsiders). Kamal & Co. has 
only a temporary interest in the assets of the business. This interest would 
come to an end as and when Kamal & Co.:is paid off. The balance Rs. 12,000 
is Bharat's capital or equity in the business. This represents net worth of the 
business. You will learn more of it in due course. 


The Profit and Loss Account and the Balance Sheet together summarise 
all the information contained in the hundreds of pages comprising the detailed 
accounting records. 

BASIC TERMS 

Some of the basic accounting.terms involved in the accounting process 
have already been discussed. These, along with some more terms, are again 
recapitulated below for further clarification : 


Financial Transaction 

Jt means any business transaction involving money or money's worth, 
e.g., starting a new business with cash, purchase of goods on credit, purchase 
of goods for cash, deposit of cash into bank, sale of goods on credit, sale of 
goods for cash, payment of expenses and so on. 


Capital 

Itis the amount with which a business is started. It may be in the form of 
cash, merchandise (goods) or some property. If A starts a business with 
Rs.10,000 cash, goods worth Rs. 5,000 and furniture worth Rs. 2,000, his 
capital is RS. 17,000. This is the opening capital. Let us say his capital at the 
close of the @¢counting period (say a year) is Rs. 25,000. This means he has 
made a profit of Rs. 8,000 during the accounting period. If he has been 
withdrawing Rs. 500 every month for his personal expenses, his profit is 
Rs. 8,000 + Rs. 6,000 (Rs. 500 x 12), i.e., Rs. 14,000. 


At any point of time, capital is the excess of assets over liabilities. The 
terms ‘assets’ and ‘liabilities’ are explained below : 


Asset 

It means property of all sorts of a business. In other words it means 
whatever the business possesses and whatever it has to realise from debtors, 
i.e., all resources of the business are its assets. It is with the help of these 
resources that a business carries on its trading, manufacturing or sed 
activities. Assets include, for example, Cash in hand, Cash at Bank, Stock o 
Goods, Debtors, Bills Receivable, Furniture, Plant, Building . 


, As regards classification of assets, you will learn about it in the Chapter 
on "Methods of Presenting Final Accounts’. 
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Liability 
It means amount owing by a business to an outsider. When a business 
purchases goods on credit from X, the amount owing to X is a liability. 
Likewise when a bank account is overdrawn, the amount owing to the bank 
(i.e., overdraft) is a liability. 


There is a definite relationship between assets, liabilities and capital. This 
relationship is expressed in the form of an equation, known as accounting 
equation. This equation is as follows : 


Capital + Liabilities = Assets. 


This equation holds true under all circumstances. You will learn more 
about this equation later. 


Revenue 

Simply stated, revenue means receipt or return from any source. A 
business supplies goods, or renders services, to its customers. The amount 
realised by the business from the customers is its revenue. According to Myer, 
a management accounting expert, revenue is the sum of money received or to 
be received from the customers or clients of a business as a result of sale to 
them of goods or services or both. Р 


Ехрепѕе 

In earning revenue some cost is to be incurred or some sacrifice is to be 
made. This cost or sacrifice is termed as expense. 

‘Revenue increases owner's equity or capital. 

Expense decreases owner’s equity or capital. 

The difference between ‘revenue’ and ‘expense’ is profit (in case revenue 
exceeds expense) or loss (in case expense exceeds revenue). 

According to Robert Anthony, another management accounting expert, 
revenue is a monetary measure of output (goods and services produced) and 


expense is a monetary measure of inputs (costs incurred in producing goods 
and services) or resources consumed. 


Purchase 


It means acquiring of raw material by a manufacturing concern for the 

purpose of conversionintoa finished productand then sale. In case of a trading 

' concern, ‘purchase’ means acquiring by it of goods in which it deals for the 
purpose of sale. The purpose in both the cases is to make a profit. 


You will know about the ‘purchasing procedure’ later in this book. 


Sale 
It means exchange of goods and services for money. 
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One of the most important objectives of a business is to make profit. This 


objective is achieved by selling goods and services at a price higher than their 
cost. 


Stock 

It mean§, in case of a trader, all the goods or merchandise that he has for 
sale in the ordinary course of business. In case of a manufacturer, stock may 
consist of —— 

(a) raw-material to be used for manufacturing goods ; 

(b) semi-finished products or goods (i.e., raw-material in the process of 
manufacturing and which has not yet been finished and which is not 
yet fit for sale or subsequent use) ; 

(c) finished products or goods. 

The goods meant for sale in case of а trader and raw material/semi- 


finished goods/finished products for sale in case of a manufacturer are stock- 
in-trade or investory. 


You will learn about the valuation of stock in the Chapter on ‘Final 
Accounts’. 


Debtors 
They are the persons from whom a business has to recover money on 
account of goods/property or some services sold on credit. 


Creditors 
They are the persons to whom a business owes money on account of 
goods/property or some services purchased on credit. 


Trade Debtors and Trade Creditors 

When goods/services are sold on creditin the ordinary course of business, 
the customers are known as trade debtors. 

When goods/services are purchased on credit for the purpose of resale, the 
suppliers are known as trade creditors. 


TEST QUESTIONS 
1. What is ‘Accounting’? What are its objectives ? 
(All India RM 985) 
2. Define Accounting. What are its objectives and limitations 
(All India SSÓR 1984) 
3. Whatare the various stages in accounting procedure ? Briefly discuss these 


Stages. 
Distinguish between Accounting and Book-keeping ? 


5. Whatis meant by a “business transaction” in book-keeping ? What etit 
should be aimed at in recording business transactions in book- keeping ? 


11. 


10. 
11. 
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Explain the meaning and significance of business entity concept. 
(All India SSCE,1986, 1981) 


Explain the concepts of “Merchandise Cost", "Gross Profit” and “Net 
Income”. 


Explain the following terms as used in Accounting : 

(a) Capital, (b) Assets, (c) Liability. 5 

What is the importance of ‘Revenue’ and ‘Expenses’ in income determina- 
tion of a business? Explain these two terms briefly. 


On which side of the Balance Sheet of a business are the following 
shown ? 

(a) Debtors, (b) Creditors, (c) Stock. 

Also briefly explain these terms. 

During the week ending 31st January, 1989, Rama Bros., had sold goods on 
credit to A, B, C and D for Rs. 500, Rs. 2,300, Rs. 950 and Rs. 1,350 
respectively. B had returned goods worth Rs. 300. C and D paid Rs. 500 and 
Rs. 600 during the week. What will be amount of debtors at the end of the 
week ? 


(a) What will be owner's equity on 31st March, 1989 when the assets and 
liabilities of a business are Rs. 95,000 and Rs. 20,000 respectively ? 


(b) Will owner's equity be affected if it is later discovered that an asset 
worth Rs. 10,000 had not been recorded in books of account ? 


ANSWERS 


(a) Assets side, (b) Liabilities side, (c) Assets side. 
Rs. 3,700. 
(a) Rs. 75,000, (b) Yes, now owner's equity will be Rs. 85,000. 


ПО 


() 


Gi) 


(üi) 


UNIT 2 | 
Theory Base of Accounting 


Basic Assumptions 

(a) Accounting Entity, 
(b) Going Concern, 

(c) Money Measurement, 
(d) Verifiable Objective, 
(e) Accounting Period. 


Basic Principles 

(a) Revenue Realisation, 

(b) Expense, 

(c) Matching, 

(d) Full Disclosure, 

(e) Verifiable Objective and Dual Aspect. 


Modifying Principles 

(a) Materiality, 

(b) Consistency, 

(c) Conservation (Prudence), 
(d) Timeliness, 

(e) Industry Practice. 
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Accounting : 
Postulates, Concepts and 
Conventions 


ACCOUNTING PRINCIPLES OR POSTULATES 
During the course of evolution of accounting, certain rules and conven- 
tions, known as accounting principles, have emerged and their uniform 
adoption by almost all the businesses has come to be accepted. Thé term 
‘principle’ here does not mean a ‘fundamental or general truth’ as understood 
innatural sciences, butas an “accepted or professed rule of action or conduct”, 
adopted as a guide to action. - 


The general acceptance of an accounting principle depends on how well 
it meets the following three criteria : 


1. Relevance or Usefulness. A principle is relevant to the extent that it 
results in information that is meaningful and useful to those who need the 
information about the business. 


2. Objectivity. A principle is objective to the extent it is supported by 
facts and is verifiable by ascertaining the correctness of the information 
reported. Objectivity also connotes reliability which is notin any way affected 
by the personal bias or judgment of those who furnish the information. - 

3. Feasibility. A principleis feasible to the extentitis practicable andcan 
be implemented without any complexity. 

Scmetimes these criteria conflict with one another. In such cases a 
Sacrifice of one principle in favour of another may have to be made. For 
example, fixed assets are shown in the Balance Sheet at cost less depreciation. 
Although this value may not be of much use to the reader of the Balance Sheet, 
yet in view of the feasibility criterion, it is not shown at market price. 


BASIC ASSUMPTIONS 


Théaccounting concepts imply certain assumptions upon which account- 
ing is based. These include : 


1. Business or Accounting Entity Concept 

For accounting purposes, a business and its owner/owners is/are regarded 
as distinct and separate entities. In recording transactions in the books of 
account, the important question is : How do they affectthe business ? And not, 
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how do they affect the persons who own, operate, or otherwise are associated 
with the business ? For example, when the owner takes cash out of his business 
the accounting records show that the business has less cash than previously, 
even though the real effect of this event on thé owner himself may have been 
negligible; he has taken cash from his “business pocket” and put it into his 
“personal pocket” but it remains his cash. - 

It follows from the above that the accounting records must be kept from 
the point of view of the business entity. The accounting procedures have been 
developed to meet this requirement. A limited company is established by law 
as a separate entity. But for accounting purposes, sole traders and partnerships 
are also regarded as separate entities. - 


2% Going Concern Concept 

It is assumed while recording business transactions in books of account 
that the business will continue to exist for a long period in the future. It is on 
this assumption that we show fixed assets in the Balance Sheet at cost less 
depreciation. The current resale value of these assets may be much less (say 
in case of machinery) or may be much more (in case of land, for example) but 
this value is irrelevant as these assets are not going to be sold. The probable 
life of the fixed assets is estimated and their cost is spread over their working 
life. The market value of assets for а continuing business is irrelevant; 
continuity implies utilisation and nota forced sale of the assets in the current 
market. 


The going-concern concept results in the following advantages : 


(a) Itresults in uniformity and consistency of asset valuations (If going 
concern-concept were abandoned, it might result in wide variations in the 
values of assets in successive balance sheets). 


(b) It contributes to the matching of periodic revenues and expenses 
which is the basis of sound accounting. 


(c) It facilitates comparability of financial statements of different busi- 
nesses. 


3. Money Measurement Concept 

. Tnaccounting, a record is made only of those facts that can be expressed 
inmonetary terms. The advantage of expressing facts in monetary terms iS that 
money provides a common denominator for expressing heterogeneous facts 
in terms of numbers that can be added and subtracted. For example, a business 
has Rs. 5,000 cash, 2,000 kilograms of raw material, two trucks, 2,000 square 
metres of building space, and so on. These amounts cannot be added togethe® 
to find out what the business owns. But if we express these items in mone 
terms, Rs. 5,000 of cash, Rs. 6,000 of raw material, Rs. 2,00,000 of trucks ал 


Rs. 6,00,000 of buildings, we can add the: business 
Owns assets worth Rs. 8,11,000. non and say thatthe 
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The money measurement concept limits the scope of accounting in many 
ways. 

Accounting does not record some of the very important facts about a 
business. For example, accounting does not record the state of the manager's 
health ; it does not report that a strike is beginning; and it does not reveal that 
a competitor has placed a better product in the market. Further, money is 
expressed in terms of its value at the time an event is recorded in the books of 
account. Subsequentchanges in the purchasing power of money do not affect 
this amount. Thus material purchased in 1988 at Rs. 5,000 and land purchased 
in 1936 for Rs. 5,000 are each shown in the 1988 accounting records at 
Rs. 5,000, although the purchasing power of the rupee in 1988 was much less 
than its value in 1936.. 


4. Objectivity or Verifiable Objective Evidence Concept | 

Thisconceptmeans and implies that all accounting recórdsare evidenced 
and supported by proper documents, e.g., invoices, cash memos, bills receiv- 
ables, correspondence, agreements etc. These documents supply the neces- 
sary information on the basis of which entries are made in books of account. 
The entries based on documentary evidence are readily and objectively 
verifiable. | 

There are however certain elements which are subjective but which are 
still accounted for, e.g., selection of the most satisfactory method of inventory 
costing, estimating the likely amount of bad debts, allocation of certain costs 
over various items and periods. However, the accountants may prefer to 
follow uniform methods for recording these primarily subjective events, they 
have no choice but to select some suitable method applicable to a particular - 
Situation. Subject to this limitation, verifiable objective evidence is the basis 
of recording transactions. 


5. Accounting Period Concept 

Thégoingconcern conceptassumes that the business is goingto continue 
for a long or rather an indefinite period. This continuity makes precise 
determination of net income a little difficult. (The very precise determination 
of net income is possible only when the business is completely wound up— 
butcan the proprietor really wait that long? And will that determination be of 
anyreal worth ?). As such, if itis assumed that the life of business is indefinite, 
it is split up into arbitrary Segments, called accounting periods. This period 
may bea month ora quarter or half year or one year. Usually and normally one- 


гапу day, 1st January (beginning of calendar year), Ist April (beginning = 
financial year) or any other convenient day. But a business should normall! 
prefer a year which ends at a time when the business activity is very low) 
However now, according to Income-tax law, a business has compulsorily to 
adopt financial year beginning on Ist April inany calendar year andending on 
31st March in the next calendar year, as its accounting year. 


BASIC PRINCIPLES 
The basic accounting principles are as follows : 


1. Revenue Realisation Principle 

A basic accounting concept is that revenue is considered as being earned 
onthe date on which itis realised. Itdoesnotnecessarily mean thatthe revenue 
must be realised in cash. Revenue is usually recognised if— 


(a) the earning process is reasonably complete, 

(b) its amount is capable of objective assessment, and 

(c) it is realised. 

Revenue is thus recognised at the point of sale, that is on the date when 
goods and services are furnished to the customer in exchange for cash or some 
definite obligation to pay. For example, for services, revenue is taken into 
consideration in the period in which the service is rendered. For goods, 
revenue is taken into consideration not when the order for the supply of goods 
is received, not even when 4 contract is signed or when the goods are 
manufactured but rather when the goods are sold to the customer. 

It is the realisation concept which prevents a business from taking into 
account sales and incomes which have not actually accrued but are likely to 
accrue. A sale is not taken into account-and it is in fact no sale, if either cash 
has not been received or there is no definite obligation on the part of the 
customer to pay. 


. Itshould be noted that events like return of goods by customers, and bad 
debts etc., reduce the revenue which is earlier taken as realised. -` 


2. Revenue-Expense Matching Principle 

In earning revenue, some expense is involved. The profit earned by а 

business during an accounting period is the excess of revenue earned over 
- expenses incurred. The true profit for an accounting period will be reflected 
if the following points are born in mind : 

(a) All expenses relating to the accounting period must be taken into 
account irrespective of the fact whether they have been paid or not. 

(b) Expenses paid in advance must not be taken into account. 

(с) Incomes earned during the accounting period must be taken int? 
account irrespective of the fact whether they have been received or nol 
provision may however be made for incomes of doubtful nature. у 

@) Incomes received in advance orrelatin g to earlier periods must not bê 
taken into account. 


ү ш other words, this means that to ascertain profit for a period, expenses 
те vd to that period must be matched against revenue for that period. 
is the crux of Ievenue-expense matching concept, 
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3. Accrual Principle 

The essence of the accrual principle is that income or profit arises only 
when there has been an increase in the owner’s equity (owner’s share of the 
assets of a business) orcapital. You should first understand the meaning of the 
term “owner’s equity”. Let us consider the following Balance Sheet of a 
business belonging to Ram. 


BALANCE SHEET of RAM 
as on 31st December, 19..... 


In this business, outsiders (i.e., creditors) have a temporary interest in the 
business to the tune of Rs. 4,000 whereas the owner (Ram) has the residuary 
interest to the tune of Rs. 10,000. This residuary interest of the owner in the 
business is called owner’ s equity or owner's capital. 

Any increase in the owner’s equity (but not through additional capital 
brought in by the owner) resulting from the operation of business is called a 
revenue. Any decrease in owner’s equity is called an expense. Income is, 
therefore, the excess of revenues over expenses. Loss is the excess of expenses” 
Over revenues. This may be illustrated with the help of an example. Suppose 
goods costing Rs. 500 are sold for Rs. 600. The’ effect of this transaction is that 
stock of goods is decreased by Rs. 500 and the'cash is increased by Rs. 600. 
Thereisanet increase in the total assets byRs. 100. According to double entry 
system, there must be corresponding increase of Rs. 100 on the liabilities side 
also since the total of the assets must always be equal to the total of the 
liabilities plus owner’s equity. And since there is nó increase in liabilities, 
owner's equity must have increased. Such increases in owner's equity are 
called income. Restating the transaction in other words, it means there was a 
Tevenue of Rs. 600, expense of Rs. 500 and income of Rs. 100. 


4. Cost Concept Principle 


Assets are entered in books of accountat the price paid to acquire them, 
and this cost, rather than market value, is the basis for subsequent accounting 
for the asset. The real worth of an asset changes with the passage of time but 
the assets are shown in books of accountat costand not at what they are worth. 
For example, if a businéss buys a plot of land, paying Rs. 50,000 for it, this 
asset would be recorded in the accounts of the business at the amount of 
Rs. 50,000. Subsequent changes in the market value of this land would notbe 
reflected by changes in the accounts. If a year later the land could be sold for 
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Rs. 1,00,000 or if it could be sold for only Rs. 20,000, no changes would be 
made in the accounting records to reflect this fact. 

Thus the amounts at which assets are listed in the accounts of a business 
do not'indicate what the assets could be sold for. 

Cost concept however does not imply that assets will continue to appear 
inthe books yearafter year atthe costat which they were acquired. Evéry asset 
(land apart) has a limited life. As such, its value should be written off over its 
effective life. This is done by showing assetevery year atcostless depreciation 
up-to-date. Ultimately, the asset, when itis completely written off, disappears 
from the books. 

Thecostconcept implies that in acquiring an asset cost in terms ofmoney 
or some resources has been incurred. If no cost has been incurred for acquiring 
something, howsoever valuable, it is not an asset and will not appear in the 
accounting records, e.g., a favourable location of á business, spirit of team- 

work within the organisation. ^ 


5. Full Disclosure Principle 

Accounting records are meant for the use of owners (sole proprietor, 
partners or shareholders), investors, lenders, suppliers, bankérs, employees 
and government, for various purposes.They must bé prepared honestly and 
scrupulously and no material information which should be disclosed, must be 
withheld. Otherwise they will be incomplete and unreliable and there will be 
a credibility gap. [ 

Full disclosure of all material facts has become particularly important in 
case of joint stock companies in which there is separation between manage- 
ment and ownership. The Companies Act, 1956 has taken sufficient precau- 
tions in this regard. This is in keeping with the latest trend of treating financial 
statements as a means of conveying and not concealing information. - 


6. Dual Aspect Principle | 

Every business transaction affects two accounts simultaneously-one on 
the debit side and the other on the credit side, with equal amounts. This two" 
fold recording of business transactions has given rise to the dual aspect 
concept. Traditionally, all book-keeping and accountancy has been develo, 
through double entry system and procedures or dual aspect concept. - 

Further the dual aspect of business transactions is reflected in the 
Accounting Equation which is—Liabilities + Capital = Assets, : 

You will learn of Double Entry System and Accounting Equation in the 
following chapters. 


MODIFYING PRINCIPLES 


1. Materiality t 
The convention of materiality or the rule of common sense requires ш | 
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while recording transactions, a distinction should be made between material 
and immaterial matters, and insignificant and minor items or details may be 
merged with some other items. For example, there is no point in having 
separate accounts for all expenses (e.g., various items of stationery) of a 
business, small expenses of like nature may be combined under one general 
heading. Likewise, use of petty cash, treating fixed assets of small value 
(e.g., purchase of office equipment of small value, like a stapler, scissors or 
letter openers) as revenue expenditure, practice of omitting paise while 
preparing final accounts, showing prepaid expenses in a single figure in the 
balance sheet, are some of the instances of manifestation of the influence of 
materiality. 


In giving emphasis to or omitting some information or certain items, 
materiality is a deciding factor. Materiality, as used in accounting, isa state of 
relative importance. The materiality of an item may depend upon its size, its 
nature, ora combination of both. An item should be regarded as material if its 
knowledge would influence the decision of an informed investor. 


The decision as to whether a particular item is of material significance or 
not will depend upon the accountant. Moreover, this decision will vary from 
business to business and year to year. 


2. Consistency 

The usefulness of accounting data increases manifold when it is compa- 
rable—within the business over anumber of years, and outside the business— 
with other organisations carrying оп а similar business. This requires that ac- 
counting practices and methods should remain consistent over time. But that 
does not mean inflexibility and the application of improved techniques of ac- 
counting is not ruled out. If there is a good reason for change, the change 
should be introduced. 


A business may havea choice of several accepted alternative accounting 
methods in a number of areas. For example, a fixed asset may be depreciated 
by any one of several methods, stock records may be kept on ‘first in, firstout’ 
or ‘last in, first out’ basis. Consistency only requires that whatever method is 
selected, it should be strictly adhered to and should not be changed unless there 
are strong reasons for it. If the method is changed from year to year, the 
resulting figures in the balance sheet and the net income may not be compa- 
rable from period to period. 


According to Kohler, consistency in accounting procedures, within and 
. outside the business, may be of the following three types : 


(i) Horizontal consistency. It means that the accounting rules should be 
such that thé financial statements of an organisation of one year can be 
compared with those of the same ‘organisation of other years (past or future). 
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(ii) Vertical consistency. Itmeans that the various financial statements of : 
the same organisation must be comparable with each other. For example, if / 
one method of depreciation is used for preparing the profit and loss account 
andanother method for preparing the balance sheet, then naturally these two 
financial statements are not comparable to each other. 


(iii) Three dimensional consistency. This consistency enables the com- 
parison of the performance of one business organisation with that of the other 
business organisations, i.e., the inter-firm comparisons. 


3. Conservatism 

"Anticipate no gains and recognise all possible losses." This principle 
whichis the basis of convention of conservatism has long been recognised by 
accountants. Thus where personal judgments or estimates are involved, 
accountants prefer to lean toward under-statement of owner's equity and 
income. This in other words amounts to “playing safe". The valuation of stock 
atcostor market price whichever is lower and making provision for doubtful 
debts are examples of the application of thé convention of conservatism. 


Conservatism results in understatement of income, assets and capital and 
overstatement of liabilities and provisions. This results in thécreation of what 
is called ‘secret reserve’ This however conflicts with the convention of 
adequate disclosure. 


Conservatism ар results in some logical inconsistencies, e.g., providing 
for all possible losses but anticipating no such gains in case of valuation of 
stock on the principle of cost or market price whichever is lower. Consistency 
demands that it should be either cost or market price—otherwise the stock 
valued at cost at the end of one period and stock valued at market price at the 
end of another period will not be comparable. j 


Conservatism results in another illogicality. The followers of it make 
provision for excessive depreciation in initial years and as a natural corollary 
to it, smaller depreciation in later years. This reduces current income and 
increases future income and this obviously conflicts with the matching 
principle. Furthertheattemptofthe conservative accountantsis to write off the 
asset much earlier than its effective life. This means a time would come when 
the business would be using sizable amounts of fully depreciated assets ал! 
this results in a paradoxical situation. The balance sheet in such a situation is 
more than conservative (as the business is having a secret reserve) and the 
Profit and loss account is less than conservative as there are no depreciation 
charges to be shown in it. 


The convention of conservatism, though still inevitable in cases involving 
use of personal judgment: and opinion, is riot to be revered for its own 54: 
It should be heeded only to the extent where it does not result in distortion 0 
Operating results and misrepresentation in the balance sheet. 
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4. Timeliness 

The timely recording and processing of transactions should be an impor- 
tant objective of any business. The transactions should not only be recorded 
accurately but they should also be processed in a timely manner and also 
efficiently. For example, not only should sales” transactions be recorded 
promptly at the source of the sale, but they should also be processed immedi- 
ately so that atany pointof time information aboutthe total sales, product-wise 
sales, department-wise sales is immediately available. If timely information 
is available to the management, corrective steps can be immediately taken. 


5. Industry practice’ 

Theaccounting principles that we have discussed are generally followed. 
But these principles are neither exhaustive, nor do they have any binding force. 
They are also subjective and susceptible to personal judgments. However, 
over a period of time, an industry establishes some practice which is consis- 
tently followed by all the units in that industry. When any such practice or 
usage has been established over a period of time, all units in that industry must 
follow that practice. This wili make comparison of results of these units easier. 
Moreover such a practice will result in uniformity of procedures and will be 
consistent with accounting principles. 


TEST QUESTIONS 


1. What is meant by basic accounting concepts and conventions ? 
(All India SSCE,1982) 


2. Explain the meaning and significance of concepts and conventions. 
(All India SSCE, 1984, 1987) 
3. What do you understand by going concern concept and business entity 
concept ? 


4. “А business and its owner are regarded as separate entities.” 
Whatis the significance of this statement from the accounting point of view? 


5. Whatdo youunderstand by "Accounting Concept and Conventions”? Explain 
any two of the tollowing : 
(а) Consistency convention Э 
(6) Convention of disclosure : 
(c) Dual aspect concept ; 
(d) Going concern concept. 

6. What do you understand by owner's equity ? What does increase in owner's 
equity mean ? 

7. (а) What do you understand by income, expense and revenue ? Explain by 

giving examples. j 


(b) Whenis revenue deemed to be earned ? Whatis the significance of reali- 
sation concept in this regard ? 


12. 
13. 


14. 


15. 


16. 


17. 


18. 


Does money measurement concept provide a complete picture of a business ? 
Explain some ofthe facts which money measurement concept does not record 
inbooks of account. 
Why should expenses of a period be matched with the revenue of that 
period ? 4 
How does the money measurement concept limit the scope of accounting ? 
Explain clearly the meaning and significance of the following concepts used in 
Accounting (50 words each) : 
(i) Money Measurement concept ; (И) Business Entity concept; (iii) Going 
concern concept; (iv) Accrual concept ; (v) Realisation concept ;(vi) Matching 
costs with revenue ; (vii) Dual concept. 

(Delhi Board SSCEA 978; All India SSCE, 1979, 1982, 1984) 


„Explain clearly the meaning of “Matching Cost with Revenue". 


Write short notes on : 

(2) Convention of disclosure (AllIndia SSCE, 1984) 
(b) Convention of consistency t (All India SSCE, 1984) 
(c) Convention of conservatism (AllIndia SSCE, 1979) 
(d) Materiality convention (All India SSCE, 1979,80; 


Delhi Board SSCE, 1982) 
(a) What is meant by separate entity concept in accounting ? 
(b) How iscost matched with revenue for measurement of businessincome?? 
(All India SSCE, 1981,86) 


"What do you mean by Dual Aspect Principle and Business Entity 
Assumption ? (Delhi Board SSCE, 1983) 
‘Revenue earned and cost of earnmg thatrevenue should be properly identified 
for a period’. Explain this statement. 
(Delhi Board SSCE, 1979, 1980, 1981) 

‘When is business revenue considered as accrued ? What are the exceptions to 
this rule ? (Delhi Board SSCE, 1980) 
What accounting principle is violated and what are the implications for the 
“perioaic operatirig results and financial condition, in each of the following 
cases ? 

(a) A company changes the method of depreciating its fixed assets every year. 


(6) A company shows all purchases including fixed assets of below Rs. 1,000 even 
when tney have a useful life extending over many years in Trading Account. 

(©) A grocer values his various itemsin stock at market prices which are marked on the 
goods just to avoid the botheration of finding out their cost price from purchas? 

invoices, 


` (A A delivery van is fully depreciated in the first four years of its life. But it is sill 


giving a useful service to the company. 


ı @) A company dealing in construction material constructed a building for its ок 
in 


A sizable quantity ot material from its own stock was used by the company 
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consi action of the building but no record of it was kept. 


Indicate whether each of the following statements is true or false : 
(а) Revenue is generally recognised at the point of sale. 
(b) A business and its proprietor are separate entities. 


(c) The convention of consistency means adherence to some methods of 
accounting—tor alltime to comeand no change under any circumstances. 


(d) The going concern concept assumes that a business concern will go on for · 
anindefinite period. 

(e) Conservatism should be the keynote in accounting records ; even if it 
conflicts with other accounting conventions. 


Oo 


UNIT 3 


Origin and Recording of Transactions 


(10 marks) 
G) Source Documents. 


(ii). ‘Accounting Equation-meaning and computation. 


(ii) Rules of Debit and Credit 
(a) for assets, 
(b) for liabilities, 
(c) for capital, 
(d) for revenue, 
(e) for expense. 


(iv) Double Entry Book-Keeping. 


(v) Books of Original Entry—meaning, format and entries 
(a) Journal, , 
(6) Cash Book—single column, double column (Cash and Bank’ 
and Petty Cash Book, à 
(c) Day Books—Purchases, Sales, Purchases Returns and Sales 
Returns. 


(iv) Ledger 
(a) Meaning, utility, format, distinction between books of original 
entry and Ledger 
(b) Classification of Ledger Accounts 
(c) Posting from Journal, Cash Book and Day Books 
(d, Balancing of Accounts. 


vii) Bank Reconciliation statement 
(а) Meaning, 
(b) Need and importance, 
(c) Preparation—simple exercises, 
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Accounting Equation and Double Entry 


SOURCE DOCUMENTS 


Source documents or vouchers are the foundation of all accounting 
records. They furnish detailed information about business transactions and are 
an evidence of the propriety of accounting entries. They may originate from 
within or outside the business organisation. 


The source documents which originate from within an organisation 
include, for example, sales invoices, purchase orders, deposit pay-in slips, 
salary and wage sheets, bills payable, etc. 


The source documents which originate from outside an organisation ~ 
include supplier’s invoices, cheques received from customers, debit memos 
from banks, bills receivable etc. 


The source documents serve the following purposes : 


1. Basis of written records, i.e., all accounting entries originate from 
source documents. 


2. Triggering of physical operations, e.g., orders xeceived from custom- 
ers authorise the despatch of goods to them. ў 


3. Accountability for actions, e.g., suppliers’ invoices are initialled to 
show that (i) they have been'checked for accuracy, and (И) goods have actually 
been received. 


4. Updating of accounting records, e.g., sales invoice copies are used to 
update stock balances and customers' accounts. 


ACCOUNTING OR BALANCE SHEET EQUATION 


The recording of business transactions in books of account results in an 
Accounting Equation. A business needs resources. These resources have to be 
supplied to the business by someone. The resources possessed by the business 
are known as Assets. To begin with, these resources are supplied by the owner 
of the business. The total amount supplied by him is known as Capital or 
Owner’ s Equity. If the proprietor is the only one who supplies resources, i.e., 
assets, the following equation would hold true : 


CAPITAL - ASSETS 
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This may be illustrated with the help of an example. Suppose Ram starts 
a business with Rs. 5,000 cash. The Accounting Equation would be as 
follows : 
CAPITAL = ASSETS 
Ram’s Capital Rs. 5,000 = Cash Rs. 5,000. 
The Balance Sheet in this case would appear as follows : 
RAM’s BALANCE SHEET AS ON........ 


-Capital Rs. Assets Rs. 
Ram's Capital 5,000 Cash 5,000 


Some resources of the business are also provided by someone other than 
the owner. The amounts owing by the business for these resources are known 
as Liabilities. In view of legal distinction between the claims of creditors 
(outside liabilities) and those of owners (ownership liabilities or owner's 
equity or capital), the Equation can now be expressed as: 


CAPITAL + LIABILITIES = ASSETS 


The two sides of the Equation are always equal. On the right-hand side 
are the resources, i.e., assets possessed by the business. On the left-hand side 
are the sources from which these resources were obtained. The two sides will 
always be equal, no matter how many transactions are entered into. The assets, 
capital and liabilities may change, but the equality of assets (property and 
rights in property) with that of liabilities (amounts owing to outsiders) and 
capital (amount owing to the proprietor) will always hold true under all 
circumstances. 


The Balance Sheet of a business is an expression of the Accounting 
Equation (also known as Balance Sheet Equation). Assets, liabilities and 
capital are the three fundamental elements of book-keeping. All business 
ш d directly or indirectly, affect one or more of these fundamental 
elements, 


Accounting Equation in Action 


Fundamentally, the Accounting Equation states that the claims on the 
assets of a business are always equal to the assets. 


CLAIMS = ASSETS 


.,,, Allof the assets of a business will be claimed by somebody. For example, 
if the assets of a business total Rs. 50,000, there will be claims of Rs. 50,000 
against them. These claims may be of the owners alone, or as is usually the 
case; of outside creditors and the owners. If there are no outside creditors (€ 
liabilities), the assets will be claimed by the owners. If outside creditors hav? 
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aclaim on the assets, the accounting equation would appear as follows: 
LIABILITIES + CAPITAL = ASSETS 
orL+C=A 


Assets are defined as anything of value owned by the business. Liabilities 
are debts to outsiders. Capital is the excess of assets over liabilities. This can 
also be derived from the Accounting Equation. 

L+C=A 
or C=A-L ) 

In other words, capital may also be defined as the owner's financial 

interest in the assets of the business and his right to use them. 


Liabilities represent temporary interest of the outside creditors in the 
assets of the business whereas capital represents permanent interest of the 
owner in the assets. The owner's interest ceases only when assets are disposed 
of whereas creditors' (outsiders") interest ceases when they are paid off. 


Now the question is : why are assets, liabilities and capital called funda- 
mental elements of book-keeping ? This is because all business transactions, 
directly or indirectly, affect ultimately any one or more of these fundamental 
elements. You may take any business transaction and you would find that it 
is these fundamental elements which are ultimately affected. Moreover, you 
would also find an answer to the question as to why the two sides of the 
Balance Sheet tally. 


Effect of Business Transactions on Balance Sheet and Accounting 
Equation 


Let us now develop the Accounting Equation step by step and see how 
business transactions affect the Balance Sheet. 


Commencement of business. Suppose Ram starts a new business under 
the name of Fancy Stores" on 1st January by putting in Rs. 5,000. The effect 
of this transaction on Balance Sheet is two-fold : 


first, anew asset, Cash, is acquired ; and 

second, anew liability to Ram (in the form of capital) is incurred. 

The Balance Sheet of the business would appear as follows : 
BALANCE SHEET of Fancy Stores as on 1st January..... 


Liabilities Rs. Assets Rs. 
Ram's Capital 5,000 Cash 5,000 
The Accounting Equation : 


Capital = Assets 
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Ram’s Capital Rs. 5,000 = Cash Rs. 5,000 


Since assets will always equal claims, the two sides of the Accounting 
Equation will always be equal. Every business transaction affects the Ac- 
counting Equation in such a way that the net effect on the two sides of the 
Equation is the same. 


Purchase of an asset for cash. On 2nd January, the Fancy Stores 
purchases furniture for cash Rs. 1,000. The effect of this transaction on the 
Balance Sheet is two-fold : 


first, Cash is decreased by the amount paid out, i.e., Rs. 1,000 запа 

second, a new asset, Furniture, is acquired. 

After this transaction the Balance Sheet will appear as follows : 
BALANCE SHEET of Fancy Stores’as on 2nd January, 19..... 


Liabilities Rs. Assets 


Ram's Capital 5,000 Cash 


Fumiture 


The Accounting Equation : 
Liabilities + Capital = Assets 
Ram’s Capital Rs. 5,000 = Cash Rs. 4,000 
Furniture Rs. 1,000 
Le,Rs.5,000 = Rs. 5,000 


This transaction affects only one side of the Accounting Equation, i.e., it 
both increases and decreases the items on one side of the Equation by an equal 
amount. 


Purchase of an asset and incurring of a liability. On 4th January, the 
Fancy Stores purchases a typewriter for Rs. 1,500 on credit from Sham. The 
effect of this transaction on the Balance Sheet is two-fold : 


first, anew asset, Typewriter, is acquired ; and 
second, anew liability to Sham is incurred. 
BALANCE SHEET of Fancy Stores as on 4th January, 19. 


Liabilities Rs. Assets Rs. 

Sham 1,500 Cash 4,000 
Ram's Capital 5,000 Furniture 1,000 
Office Equipment 1,500 

6,500 6,500 
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‘The Accounting Equation : 


Liabilities + Capital = Assets 
Sham Rs. 1,500 + Ram’s Cash Rs. 4,000 
Capital Furniture Rs. 1,000 


Rs. 5,000 Office Equipment Rs. 1,500 
i.e., Rs. 6,500 = Rs. 6,500 е 
This transaction affects both sides of the Accounting Equation by equal 
amounts as the increase in total assets is equal to increase in total liabilities. 


You must have realised by now that each business transaction affects two 
accounts simultaneously in such a way that the equality of the Equation is not 
disturbed—and as such each transaction necessitates two entries. This is the 
basis of Double Entry System which will be explained in detail in the next 
chapter. 4 
A few more Illustrative Business Transactions 

(1) On 10th January paid to Sham Rs. 1,000 in part payment of his 
account. 5 
Effect of the transaction : 
first, Cash is decreased by Rs. 1,000 ; 

Second, liability to Sham is decreased by Rs. 1,000. 
; BALANCE SHEET of Fancy Stores as on 10th January, 19....... 


Liabilities Rs. Assets Rs. 
Sham 500 Cash 3,000 
Ram's Capital 5,000 Furniture 1,000 
Office Equipment 1,500 
5,500 | 550 ИЕ 
The Accounting Equation : 

Liabilities + Capital = Assets 
Sham Rs. 500 Ram's = Cash Rs. 3,000 
Capital Furniture Rs. 1,000 
Rs. 5,000 Office Equipment Rs. 1,500 

Le,Rs.5,500 = Rs 5,500 — 


(2) On 15th Januray, Ram withdrew Rs. 500 for his personal use. 
Effect of the transaction : 


First,- Cash is decreased by Rs. 500; 
Second, Rami’s capital or owner’s equity is also decreased by Rs. 500 


-R 
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BALANCE SHEET of Fancy Stores as on 15th January, 19........ 


Liabilities Rs. Assets 
Sham 500 Cash 
Ram’s Capital 4,500 Furniture 
Office Equipment 
5,000 . 
The Accounting Equation : 
Liabilities + Capital = Assets 
Sham Rs. 500+Ram’s = Cash Rs. 2,500 
Capital Furniture Rs. 1,000 
Rs. 4,500 Office Equipment Rs. 1,500 
i.e., Rs. 5,000 =  Rs.5,000 


Allthe above transactions affect directly one of the fundamental elements 
of book-keeping. The two sides of the Balance Sheet, after the above 
transactions are recorded, remain equal. 

Expanded Accounting Equation 


The Accounting Equation discussed so far deals with increases and 
decreases in Assets, Liabilities and Capital. The increases and decreases in 
Capital take place also through— 

1. Revenues, i.e., incomes and benefits which result in increase in 
Capital, and 

2. Expenses and losses which result in decrease in Capital. 


To show the effect of incomes and benefits, and losses and expenses on 
Capital, the Accounting Equation may be expanded as follows : 


Liabilities + (Capital + Income-Expenses) = Assets 


This Equation is called the Financial and Operating Equation. The 
application of this Equation is explained below with the help of certain 
transactions generating income or resulting in a loss. 


(1) On 20th January paid rent for the month Rs. 200. 
Effect of the transaction : 
first, — Cash is reduced by Rs. 200; 


second, Rentis an expense. It results in a loss which abs owner's 
Equity or Capital. 
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BALANCE SHEET of Fancy Stores as on 20th January, 19......... 


Liabilities Rs. Assets 
Sham 500 Cash 
Ram's Capital Furniture 
(Rs. 4,500-Rs. 200) 4,300 Office Equipment 
4,800 
The Accounting Equation 
Liabilities + Capital + Income -Expenses = Assets 
Sham Rs. 500 + Ram’s — Rent Cash Rs. 2,300 
Capital Rs. 200 Fur. Rs. 1,000 
Rs. 4,500 
Office Equipment 
Rs. 1,500 
i.e., Rs. 4,800 = Rs. 4,800 


In actual practice, all expenses and losses reduce owner’s Equity or 
Capital through Profit and Loss A/c. Likewise all gains and incomes increase 
owner’s Equity or Capital through Profit and Loss A/c. - 


(2) Purchased goods for cash Rs. 700 on22nd January and sold the entire 
lot on 25th January for Rs. 1,100. 


The accounting Equation : 
Liabilities + Capital + Income -Expenses = Assets 
On Sham + Ват” Capital — Rent Cash Rs. 1,600 
22nd Rs. 500 Rs. 4,500 Rs.200 Furniture Rs. 1,000 
January Office 
Equip- 


ment Rs. 1,500 
Goods Rs. 700 
(Cash decreases by Rs. 700 and goods increase by Rs. 700) 


On Sham + Ram's Capital + Gainon — Rent = Cash Rs. 2,700 
25th Rs.500 Rs. 4,500 Sale of Rs 200 Furni- 
Tanuary Goods ture Rs, 1,000 
j Rs. 400 Office 
Equip- 


ment Rs. 1,500 
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When goods worth Rs. 700 are sold for Rs. 1,100, this results їп: 

Increase in Cash by Rs. 1,100 and У 

Decrease in Goods by Rs. 700 (the cost of goods sold). 

The net result is that there is an increase in assets by Rs. 400, and also an 
income of Rs. 400. 

You may take up any number of business transactions to see that they 
ultimately affect, directly or indirectly, the three Fundamental Elements of 
Book-keeping. . 

Types of Transactions and their Effect on Fundamental Elements 


In terms of the Balance Sheet Equation, there can be the following 
combinations of fundamental elements’ resulting in nine possible types of 
transactions. These may be : 


l. Asset increase accompanied by- 
(1) asset decrease 
(2) liability increase 
(3) capital increase. 

2. Liability decrease accompanied by— 
(1) asset decrease 
(2) liability increase 
(3) capital increase. 

3. Capital decrease accompanied by— 
(1) asset decrease 
(2) liability increase 
(3) capital increase. 

Illustractive Examples of Simple Transactions 
1(1) An increase in an asset and a decrease in another asset. 
Example: Goods purchased for cash. 
Goods increase and Cash decreases. 


1(2) An increase in an asset and an increase in a liability. 
Example: Goods purchased on credit. 
Goods increase and liabilities also increase. 
1(3) Anm increase in an asset and an increase in capital. е 
Example: The proprietor brings in cash on account of capi- 
: tal. 


Cash increases and Capital also increases. 
2(1) A decrease in a liability and a decrease in an asset. 
Example : Payment made to supplier of goods. 
Cash decreases and liabilities also decrease. 
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20) A decrease in a liability and an increase іп another liability, 
Example: A bill drawn by a creditor duly accepted. 
Bills payable increase and creditors decrease. 


2(3) А decrease in a liability and increase in capital. 
Example: The proprietor transfers his shares ina company to 
а creditor in settlement of his debts. 
Liabilities decrease and capital increases. 


3(1) A decrease in capital and a decrease in an asset 
Example: Тһе proprietor takes goods for personal use. 
Capital decreases and goods also decrease” 


3(2) A decrease in capital and an increase in a liability. 
Example: Retirement of a partner from a firm (the amount 
owing to him still not paid). 
Capital decreases and liabilities increase. 
3(3) A decrease in capital and an increase in capital 
Example: Replacement of a partner by his son. 
In the case of complex or compound transactions, all the fundamental 
elements may be affected simultaneously in a number of ways. 
To Sum Up: 
ACCOUNTING EQUATION 


Liabilities + Capital is equal to Assets 


Liabilities Assets 
Сарай 
OR 


L+C=Aatthe beginning of the period. The changesin A, L and C during 
the period affect the two sides of the Equation simultaneously with the same 
amount so that L + C = A at the end of the period 


PRACTICAL ASPECT 


It has already been demonstrated how every business transaction affects 
fundamental elements of book-keeping, resulting in increases and decreases 
in assets, liabilities and capital. 

Everytime a new business transaction was entered into, a new balance- 
Sheet was prepared. In actual practice it would be quite impracticable to do so” 


‘Se 
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after each transaction. Atthe sametime, itis cumbersome especially ina large 
business house and also unnecessary, as balance sheets prepared after each 
transaction would not show as to how— 

(1) the changes in various fundamental elements (i.e., assets, liabilities 
and capital) came about ; 

(2) the profit or loss is made over a certain period. 


Moreover the cumulative effect of various types of similar transactions 
(e.g., sales of goods) cannot be ascertained. In view of these limitations, “it is 
desirable to use a system of recording business transactions which will show 
changes in assets, liabilities and capital with a minimum of space, effort and 
error. It should be possible to give information about each transaction that will 
indicate clearly just what effectit has had on the balance sheet items, and then, 
with the least possible additional effort, there should be more or less automatic 
proof of the accuracy of the resulting figures,” 


In actual practice, therefore, 

(1) theindividual transactions of like nature are recorded in the account- 
ing records at one place ; and 

(2) instead of showing the effect of individual transactions on the 
balance sheet everytime they are entered into, their cumulative effect at the 
end of the accounting period is shown by preparing from these records— 

(а) the Profit and Loss A/c, and 

(b) the Balance Sheet. 


Use of Accounts for Recording Business Transactions 


The information required for the preparation of periodic statements (i.¢., 
Profit and Loss A/c and Balance Sheet) is customarily stored in accounts 
which are a device used to record effects of business transactions on specific 
assets, liabilities and capital. Thus the increases and decreases in cash asa 
result of transactions entered into by a business during the course of its 
operations are recorded in an account, entitled,‘Cash A/c’. Likewise, separate 
accounts are kept for every other asset and every liability, and also for capital 
and other items (which increase or decrease capital, e.g., incomes and benefits 
ог expenses and losses). | ; 


Simply stated, an account is a record in ledger (which is a collection E 
accounts in a book) of business transactions relating to a particular person 0 
item. The abbreviation for the word ‘account’ is ‘A/c’, 


In its simplest form, an account consists of three parts : 


(1) Title, i.e., the name of the person dealt with or the object dealt ЇЇ. 


SSS == 
1. Elementary Accounting by Royal D. M. Bauer and Paul Holland-Darby. 
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(2) Debit side. This is the left-hand side of the account. 
(3) Credit side. This is the right-hand side of the account. 


A simplified or skeleton form ofan account,called a*T* account (because 
of its resemblance with letter T) is given below: 


Dr. Ram (Title) Cr. 


Debit Side Credit Side 


An account has two sides, i.e., for recording ‘increases’ on опе side and 
decreases’ on the other side. 
The detailed ruling of a specimen account 1s given below : 
| ACCOUNT 


The name of the person dealt with or the object dealt in, is written at the 
lop of the account. | 
Explanation of Columns. Taking first the debit side of the account : 


Columns A 
and B are designed to record the date of each transaction, column A 
being used for year and month and column B for date., 


Column C is meant to record the details of the transactions and their 
nature. 

Column D isheadedas'F" which means Folio. Thiscolumn is meant for 
recording the page of the book wherein the transaction 
appears first. The use of this column will be explained later. 

Columns E 
and F are meant for recording the amount in rupees and paise. 

The left-hand side (columns A to F) is known as the debit side, and the 

right-hand side (columns G to L) is known as the credit side. 


Entries on the left-hand side of an account (Dr. side) are debit entries and 
entries on the right-hand side (Cr. side) are credit entries. 


LEDGER 
Ledger is a group or collection of accounts. It may be a bound book ora 
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file of loose-leaf forms or cards on which entries can be made with book- 
keeping machines. ! 

` The bound ledger is inflexible. Thé loose-leaf ledger in the modern 
‘business is becoming more popular because it is flexible and permits 
rearrangement of the accounts, New accounts may be placed wherever desired 
and the completely filled or aead sheets may be removed and placed in a 
separate binder. 


In a small business, only one Ledger may be sufficient to accommodate 


all the accounts. Such aLedgerisknown asa General Ledger. Ina big business, 
a number of Ledgers, suitably classified, may be used. ` 


Debit and Credit 
The terms ‘debit’ and ‘credit’ are used in the recording of every business 
transaction. The term ‘debit’ (abbreviated Dr.) refers to the left side of an 


account and the term ’credit’ (abbreviated Cr.) refers to the right side of an 
account. 


When an amount is entered in an account to record an increase ОГ 
decrease, it is said that an ‘entry’ has been made in the account. 


The terms ‘debit’ and ‘credit’ are used as a noun, as an adjective and as 
a verb. 


When used as a noun, a debit is an entry on the left side of an account and 
a credit is an entry on the right side of an account., 


When used as an adjective, the debit side of an account refers to the left 
side and the credit side refers to the right side. , 


When used as a verb, to debit an account is to make an entry on the left 
or debit side of that account and to credit an account is to make an entry on the 
right or credit side of that account. 


Debtor and Creditor. The two other terms which are quite often used in 
the recording of transactions are *debtor' and 'creditor'. A thorough under- 
standing of these terms is very essential. 


A debtor is a person who owes money. A creditor is a person 0 whom 
money is owing. A person becomes a debtor when he receives some benefit 
It may be in the form of money, goods, or services. A person becomes ? 
creditor when he yields (gives) some benefit. 


The abbreviations for the words ‘debtor’ and ‘creditor’ are also Dr. and Ch 
respectively. Ў 


Example. Ram sells goods to Dass on credit. 


8 H : ivi е 
From the point of view of Ram, Dass is a debtor, as Dass is receiving 
benefit in the form of goods. 


^ 
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From the point of view of Dass; Ram is a creditor, as Ram is yielding a 
benefit in the form of goods. 

Taking the transaction from the point of view of Ram, we find it affects 
two accounts, viz., that of Dass and Goods. Dass isTeceiving the benefit (in the 


forms of goods) and hence is a debtor for it. Goods A/c is yielding the benefit 
and hence is a creditor for it. 


Taking the same transaction from the point of view of Dass, we again find 
two accounts are affected, viz., that of Ram and Goods. Ram is yielding the 
benefit (in the form of goods) and hence is а creditor for it. Goods A/c is 
receiving the benefit and hence is a debtor for it. _ 

Every transaction in itself involves both— 

(a) the receiving of a benefit by one account, and 
(b) the yielding of the same benefit by another account. 

Twoaccountsare, therefore, simultaneously affected by each transaction, 
Viz., 

(i) the account that receives the benefit (the debtor), and 

(i) the account that yields the benefit (the creditor). 


You should observe that every business transaction involves a debit and 
acredit entry. The debit amounts are equal to credit amounts. This practice of 
having equal debits and credits is called Double Entry Book-keeping. ` 


Illustration 1. In the books of Ram, enter the following transactions in the 
account of P. Patel - 


Rs, 
19... Jan. 1 Sold goods to P. Pate) 500 
10 Sold goods to P. Patel 100 
15 Received cash from P. Patel 400 
24 Received cash from P. Patel 100 
28  P.Patel bought goods 200 
30 Р. Patel paid cash i 150 
Solution : 
Dr. P. PATEL Cr. 


Particulars 


Particulars 


To Goods 
To Goods. 
To Goods 


For goods sold to P. Patel on 1st, 10th and 28th of January he becomes a 
debtor for he receives benefit in the form of goods. For cash received from him 
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on 15th, 24th and 30th of January, he becomes a creditor for he yields benefit 
in the form of cash.. 

During the month of January, P. Patel becomes debtor for Rs. 500 + Rs. 
100 + Rs. 200, i.e., Rs. 800 (the total of the debit side) and creditor for Rs. 400 
+ Rs. 100 + Rs. 150, i.e., Rs. 650 (total of the credit side). For difference he 
is a debtor for Rs. 150. This is called balance of the account. The balance is 
the amount necessary to make the two sides of the account equal in amount. 


To balance an account means— 


r (1) to place the difference in the totals of the Dr. and Cr. sides of the 
account on the smaller side and to make the two sides of the account 
equal in amount. 


(2) to rule them off, and 
(3) toinsertthe balance afresh below theruled lines against the next date. 
Balancing is done at periodical intervals” 
'P. Patel’s A/c, when balanced on 31st January, would appear as 
follows : 
Dr. P. Patel Cr, 


Date Particulars | F. | Amount Particulars 

ap тве |в 

Jan. 1| ^ To Goods 
10 To Goods 
28 To Goods” 


Feb. 1 To Balance 
b/d 


c/d stands for ‘Carried down’, 
b/d stands for ‘Brought down’. 


If the total of the debit amounts in an account is greater than the total of 
the credit amounts, the account is said to show a debit balance. In this case 
P. Patel’s A/c shows a debit balance. 


If the total of the credit amounts in an account is greater than the total of 
the debit amounts, the account is said to show a credit balance. 


If the total of the two sides of an account is equal, the account is said 
balance off. 
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CLASSIFICATION OF ACCOUNTS 
Broadly speaking, accounts are classified into two types : 
(1) Personal accounts. 


(2) Impersonal accounts. 


i The accounts which relate to persons, i.e., individuals, firms or compa- 
nies, are called personal accounts, e.g., P. Patel’s A/c, Ram and Sham's A/c, 
Bird and Co.'s A/c. These persons may be either debtors or creditors. Under 
Personal accounts are also included those accounts which are indirectly 
Concerned with persons such as Capital A/c (e.g., Ram's Capital A/c or 
Sohan's Capital A/c), Drawings A/c(Ram’s Drawings A/c or Sohan’s Draw- 
Ings A/c). They are grouped under personal accounts because they are 
Concerned with proprietors of the business as individuals. 


All other accounts which are not personal accounts are impersonal 
accounts, e.g., Cash A/c, Goods A/c, Rent A/c, Wages A/c, Furniture A/c 
Impersonal Accounts may be further subdivided into : 
(1) Real accounts, and> 
(2) Nominal accounts. 
* Real accounts are those which relate to property, possessions or material 
Objects, e.g., Cash, Goods, Building, Furniture, Plant, Machinery, etc. 
| Nominal accounts are those which relate to the gains and profits and 
Osses and expenses, e.g., Rent, Interest, Salaries, Wages, etc. 
bel The above classification of accounts may be represented in the chart given 
Ow: 


Classification P Accounts b 
Personal A/cs Impersonal A/cs 
(those dealing (those dealing 
with persons) with things) 
Creditors Debtors Nominal A/cs Real A/cs 
(Persons from (personsto (those dealing (those dealing 
whom the whom the with intangible with tangible 
business buys) business sells) things) things) 
representing representing 
revenues, incomes and profits expenses and losses 
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rides 
Classification of accounts in terms of fundamental elements 


In terms of fundamental elements of book-keeping, accounts may be 
grouped into the following classes : 


1. Assets Accounts -| These accounts contain 
2. Liabilities Accounts the elements suggested 
3. Capital Accounts by their names 
4. Income or revenue Accounts | The result of these” 
5. Expense Accounts accounts is transferred 
p through Profit and Loss 
A A/c to the Capital A/c 


Itis important to understand at the outset that in some accounts increases 
are debited while in others increases are credited. 


The following expanded Accounting Equation known as Financial and 
Operating Equation shows increases with plus and decreases with minus signs 
on the two sides of each class of accounts : ' 


Liabilities + Capital + Income  - Expense = Assets 
- ‚+ - | + -| + + | - + | = 
The left-hand side of these ‘T’ accounts represents debit and the right- 


hand side credit. Remembering this, the increases and decreases shown in the 
above equation can be summarised as follows: ` 


Debit indicates * Credit indicates 
decrease in liability increase in liability 
decrease in capital increase in capital 
decrease in income increase in income 
increase in expense decrease in expense 
increase in asset. decrease in asset. - 


To sum up, increases and decreases are recorded in accounts in the 
manner shown below : 


Asset Accounts 
Dr. Сг, 


Debited for increases Credited for decreases 


Liability Accounts 


Debited for decreases Credited for increases 
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Owner’s Equity or Capital Account 


Dr. Cr. 
Debited for decreases | Credited for increases 
‘ Expense Account 
Dr. Cr. 


Debited for increases Credited for decreases 
(i.e., expenses) R 


Revenue Account 
Dr. (ers 


Debited for decreases Credited for increases 
(i.e., incomes and benefits) 


DOUBLE ENTRY BOOK-KEEPING 


There are two aspects of every business transaction. To have a complete 
record of it, both these aspects must be recorded in books of account, i.e., there 
must be oneentry for recording the debitaspectand another entry forrecording 
the credit aspect. This/means every business transaction affects two accounts 
Simultaneously and as such necessitates two entries — oné on the debit side 
Of an account and another on the credit side of some other account. In other 
Words, for every debit there is a corresponding credit of the same amount. It 
1s this recording of a business transaction in its two-fold aspect that has given 
rise to the term "Double Entry Book-keeping" 


It was seen in the first Chapter that as and when a new transaction was 
entered into, anew balance sheet was prepared. This is not practicable inactual 
Practice. It may be thought that drawing up a new balance sheet after each 
transaction would provide all the information required. However, a balance 
Sheet does not give enough information about the business. It does not, for 
instance, tell who the debtors are and how much each one of them owes to the 
firm, nor who the creditors are and the details of money owing to each of them. 


Also, the task of drawing up a new balance sheet after each transactior 
omes an impossibility when there are many hundreds of transactions each 
y, as this would mean drawing up hundreds of balance sheets daily. Because 
Of the work involved, balance sheets are in fact only drawn up periodically, at 
least annually, but sometimes half-yearly, quarterly, or monthly.’ 
As to how two accounts are simultaneously affected may now be 
алет Thus, if Raja goes to a shop and buys some goods for cash for 
5. 100, 
Raja gives Cash and receives Goods. 


ТАЕ EEO РАЦ 
1. Business Accounting by Frank Good, p.8. - 
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The transaction will be recorded in the books of Raja to show the 
diminution of cash (by Rs. 100) and increase of stock of goods (by Rs. 100). 


The effect on the Accounting Equation of Raja will be as follows : 


LIABILITIES + CAPITAL = ASSETS 
; Goods + Rs. 100 
Cash — Rs. 100 


On the other hand, the shop gives Goods and receives Cash. 
In the books of the shop, the transaction will be recorded to show the 
мао ofits stock of goods (by Rs. 100) and increase in its cash (by Rs. 
The effect on the Accounting Equation of the shop will be as follows : 
LIABILITIES+ CAPITAL = ASSETS 
Cash + Rs. 100 
Goods —Rs. 100 


(Note : In the above equations, the signs + and — stand for increase and 
decreaseiin the concerned asset, liability or capital). 

The general nature of the main principles of double entry Book-keeping 
may be summed up as follows: 

(a) Every business transaction has a two-fold effect, i.e., it affects two 
accounts simultaneously. 

(b) Itis recorded simultaneously in two different accounts involved in 
the business transaction. 

(c) Itappearson the opposite sides of the two accounts, i.e., ifitis placed 
on the debit of one account, it must be entered on the credit of the other account 
which is affected. 

Double Entry System is the basis of Double Entry Book-keeping.The 
Americans call it the Dual Aspect System. In modern practice, Double Entry 
System is the only system which is recognised as completely satisfactory- 


The principles of Double Entry System were first published in 1494 at 


Venice by Luca Paciolo and are in use till this time because of their univers 
application. 


Principles of Double Entry System 


The basic rule of book-keeping is that every business transaction can be 
PL into debits and credits of equal amount. In other words, € 
EH Tu on affects two accounts simultaneously—one receiving e 
credit p ding a benefit. The former is called a debtor and the 14 

itor. This is the fundamental principle of Double Entry System. In other 
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words, the person or the account receiving a benefit is a debtor and the person 
or the account yielding the benefit is a creditor, or we debit the account which 
receives the benefit or value and credit the account which gives or yields the 
benefit or value. This fundamental principle applies to all the three types of 
accounts: real, personal and nominal. 


One thing is however important. We look at the business transactions 
from the point of view of the business and not from the point of view of the 
Proprietor and see how each transaction requires two separate entries, i.e., 
double entry. 


Application of Fundamental Principle of Double Entry System 


1.Real Accounts. Real accounts are those which relate to some property 
Ot possession of the business, e.g., cash, goods, furniture, etc. 


_ The following examples will explain the application of the fundamental 
Principlé of Double Entry System to real accounts : 


(a) Bought goods for cash Rs. 100. 

The two accounts involved are—Goods A/c and Cash A/c (both real 
accounts)—the formeris receiving a benefitand hence is a debtor and the latter 
is yielding the benefit and hence is a creditor. We personify both cash and 
goods and assume that they are capable of both receiving and yielding the 


benefit. As such : 


Debit Goods A/c, and 
Credit Cash A/c 
This may also be shown in the form of “T” accounts as follows : 
Dr. GOODS A/c Cr. Dr CASH A/c Cr. 
Cash (Receiving П Goods (Yielding 
Rs. 100 benefit or 


Rs. 100 benefit or b 
Value coming into kon going out 
of this account 


15 account from Ч 
Cash) for goods) 


T 


The double entry is complete. 


. Itisimportanttonote that when we make an entry inan account, we write 
in the details column the name of the account which takes the opposite entry. 


The effect on the Accounting Equation in this case will be as follows : 


LIABILITIES + CAPITAL = ASSETS 
Cash — Rs. 100 


. Goods + Rs. 100 


50 


(b) Sold goods for cash Rs. 50. 


The two accounts affected are—Goods A/c and Cash A/c (both real 
accounts), the former is yielding a benefit and hence is a creditor ; the later is 
receiving the benefit and hence is a debtor. As such : ^ 


Debit Cash A/c, and 


Credit Goods A/c. 
This may also be shown in the form of “T” accounts as follows : 
Dr. GOODS A/c CE оў САЅН А/с Сг. 
Cash 50 Goods 50 
(Yielding (Receiving 
benefit) benefit) 


The double entry is complete. 

The effect on the Accounting Equation in this case will be as follows : 

LIABILITIES + CAPITAL = ASSETS 
Cash + Rs. 50 
Goods — Rs. 50 

In example (a) : 

Goods come in and hence Goods A/c is debited. 

Cash goes out and hence Cash A/c is credited. 

In example (b) : 

Cash comes in and hence Cash A/c is debited. 

Goods go out and hence Good A/c is credited. _ 


From the above discussion, the following supplementary principle may 
be derived : 


Debit what comes in, 
Credit what goes out. 
OR 
Debit the account of the thing coming in, 
Credit the account of the thing going out. 


In the form of an account, the principle would appear as follows : 
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ASSET OR PROPERTY ACCOUNT 
Dr. x Cr. 
Particulars of benefits Particulars of benefits 
received or given or 
(Debit what comes in) (Credit what goes out) 
Alternatively, 


If an assets is increased by a transaction, debit that asset account, and 
conversely, 


If an asset is decreased by a transaction, credit that asset account. 


As regards liabilities their nature is exactly reverse of the assets. AS 
Such— 


Ifa liability is increased by a transaction, credit that liability account, and 


Conversely. 


If a liability is decreased by a transaction, debit that liability account. 


2.Personal Accounts. Personal accounts 
° Persons, i.e., individuals, firms and companies, е. 
Co., Black & Co., Ltd. 


_ The following examples will exp 
Principle of Double Entry System to personal accounts : 


(а) Bought of Raja goods for Rs. 200. 
In this transaction the two accounts involved are : 


are those which relate to 
g., Ram Lall, Ram Sham & 


Jain the application of fundamental 


(i) Raja (Personal A/c) 


(i) Goods (Real Alc). 

ton credit, Raja is yielding a benefit and hence he 
me, Goods A/c is receiving the benefit (as 
oods A/c is a debtor. As such— 


When goods are bough 
becomes a creditor. At the same ti 
Boods are coming in) and hence G 


Debit Goods A/c, and 


Credit Raja. 
This may be shown in the form of “T” accounts as follows : 
Dr. RAJA Cr. Dr. GOODS A/c Cr. 
Goods 200 Raja 200 
(Giving Receiving 
benefit) benefit) 7 
I E дыш, тш 


The double entry is complete. 
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The effect on the Accounting Equation : 
LIABILITIES + CAPITAL = ASSETS 
Raja+Rs. 200 Goods + Rs. 200 
„ (b) Sold goods to Rani for Rs. 150. 
The two accounts involved are : 
() Rani (Personal A/c) 
(i) Goods (Real Alc). 
Rani is receiving a benefit, and hence is a debtor, 


Goods A/c is giving the benefit, and hence is a creditor. As such : 


Debit Rani, and 
Credit Goods A/c. 
This would appear in the form of “T” accounts as follows : 
Dr. RANI CES Dr. GOODS A/c Cr. 
Goods 150 Rani 150 
(Receiving (Giving 
benefit) benefit) 
T T 
The double entry is complete. 
. The effect on the Accounting Equation : 
LIABILITIES 4 CAPITAL _ = ASSETS 
` Rani + Rs. 150 
Goods + Rs. 150 


Inthe above two examples, the receiver of the benefit, Rani, is debited and 


the giver of the benefit, Raja, 1s credited. Hence the following supplementary 
principle : , 


Debit the receiver, 
Credit the giver. 


In the form of an account, the principle would appear as follows : 


я PERSONAL ACCOUNT 
Dr. О = Cr. 


Particulars of the benefits 
given by the person or 
(Credit the giver) 


received by the person ог 


Particulars of the benefits 
(Debit the receiver) 
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Also note down the following transaction : 
Ram commenced business with cash Rs. 10,000. 

Itis obvious Cash A/c is receiving a benefit and as such should be debited. 
The opposite entry (i.e., credit ) would appear in Ram’s Capital A/c on the 
credit side. The Capital A/c is regarded as the proprietor’s personal account 
with his business. 

3. Nominal Accounts. Nominal accounts are those which relate to the 
gains and benefits and expenses and losses of the business, e.g., Discount, 
Wages, Rent, Salaries, Interest, Freight, etc. 

The following two examples will explain the application of the funda- 
mental principle of Double Entry System to nominal accounts : 

(а) Paid rent for the month Rs. 40. 

The two accounts involved are : 

(i) Rent (Nominal A/c) 
(i) Cash (Real A/c). 

When Rent is paid, Cash A/c gives a benefit (cash goes out) and hence 
Cash A/c is credited. Rent A/c reveives the benefit in the form of “use of 
building" and is therefore debited. As such : 


Debit Rent A/c, and 

Credit Cash A/c. 

This would appear in the form of “Т” accounts as follows : 
Dr. RENT A/c Cr. рг. CASH A/c Cr. 
Cash 40 Rent 40 
(Receiving (Giving 
benefit in the benefit) 
form of ‘use of 
building’) 1 1 


The double entry is complete. 
The effect on the Accounting Equation : 


LIABILITIES + CAPITAL = ASSETS 
‘Rent will Cash- Rs. 40 
reduce Capital 
by Rs. 40 


A question may be asked as to why we do not debit landlord even though 
he is the receiver. The reason for this is simple. When we pay rent to the 
landlord, he does not become our debtor as he is not to pay back the money to 
us. Similarly when we pay salary, we do not debit the clerk receiving the 


amount, but we debit Salary A/c. 
* All expenses and losses reduce Capital. 
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(b) Received interest on loan Rs. 100. 
The two accounts involved are : 
() Interest (Nominal A/c) 
(ii) Cash (Real A/c). 


When interest is received, Cash A/c receives a benefit (cash comes in ) 
Hence Cash A/c is debited. At the same time benefit in the form of “use of 
money” is given, and hence “use of money” or Interest A/c is credited. 


In the form of “T” accounts, this would appear as follows : 


Dr. INTEREST A/c Cr. Dr. CASH A/c Cr. 
Cash 100 Interest 100 
(Giving Receiving 
benefit . benefit) 
in the form 
of ‘use of 
money’) 
TIERS aE ae 


The double entry is complete. 
The effect on the Accounting Equation : 


LIABILITIES + CAPITAL = ASSETS 
Interest Cash + Rs. 100 
will increase 
Capital by 
Rs. 100 


Note that we do not credit the borrower when we receive interest in cash. 
This is because when we receive interest in cash from the borrower nothing 1S 
due from him on account of interest and as such we cannot show him as й 
creditor іп our books even though he is a giver. In short he is not crédite 


because he has not paid anything against the loan but he has paid cash only fou 
interest of the loan taken by him. . 


< , t 
___ Inthe above two examples, expense account is debited and gain accoun 
is credited ; 


Hence the supplementary principle : 
Debit all expenses and losses, 


Credit all gains and profits. - 


аЗ Т 


* All gains, Profits and incomes increase Capital, 
\ 
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In the form of “T” accounts; the principle would appear as follows : 
Dr. NOMINAL (Expenses, Losses, Gains or Income) ACCOUNT Cr. 


Particulars of amount spent Particulars of amount gained or 
or lost or eamed or received as income or 


(Debit all expenses and losses) (Credit all gains and incomes) 


A thorough understanding and application of the principles of Double 
Entry System is of utmost importance as these principles are rigidly followed 
in recording transactions in books of account. 


The principles are repeated again : 
Fundamental Principle 
Debit the accounts receiving benefits, 
Credit the accounts yielding benefits. 
Supplementary Principles 
l. Debit what comes in, 
Credit what goes out. 
2. Debit thé receiver, 
Credit the giver. 
3. Debit all expenses and losses, 
Credit all gains and incomes. 


Itmay also be noted that debit and credit aspects of each transaction must 
always be considered independent of the transactions that have already been 
entered into. Thus when goods аге bought on credit, this transaction requires 
a debit and a credit entry in the books. Subsequently when settlement of the 
account for such goods is done, this is a separate transaction, again requiring 

- а debit and a credit entry in the books. As such botli the transactions must be 


Independently recorded. 


DOUBLE ENTRY AND ACCOUNTING EQUATION 

The accounting equation Capital + Liabilities = Assets isthe fundamen- 
tal equation upon which double entry accounting is based. 

Whenever any transaction is entered into, it affects the accounting 
equation is such a way that the two sides always remain equal. 

The principles of Double Entry System in terms of fundamental elements 
Of book-keeping may be stated as follows : 

To increase an asset, debit the asset account. 
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To decrease an asset, credit the asset account. 

To increase a liability, credit the liability account. 
To decrease a liability, debit the liability account. 
To increase the capital, credit the capital account. 
To decrease the capital, debit the capital account. 


ADVANTAGES OF DOUBLE ENTRY SYSTEM 

1.There is a complete record of business transactions in both their 
aspects—debit and credit. 

2.The transactions are recorded in the most scientific and systematic 
manner so that the books provide the most reliable information. This enables 
the trader to control the business most efficiently and effectively 


. 3. The arithmetical accuracy of the books can be verified by preparing 4 
statement called Tribal Balance as debits must equal credits. - 


- 4. tenablesthe trader to compare the figures of sales, purchases, opening 
and closing stocks and other expenses of one period with the similar items of 
the preceding period or periods and thus see how the business stands today in 
comparison to what it was yesterday, last month or year. The causes of 
fluctuations in profit or loss may also be traced. 


5. There is a complete record of Nominal accounts and this enables the 
trader to prepare Goods (Trading) A/c and Profit and Loss A/c to find out 
Gross Profit or Loss and Net Profit or Loss. 


6. With the help of Real and Personal accounts, the financial position of 
the business can be ascertained with accuracy, on any particular day. This 1$ 
done by preparing a statement called Balance Sheet. 


7.16 prevents fraud as an alteration in accounts once they are completed 
becomes more difficult . 


TEST QUESTIONS 


1. What is an accounting equation ? Why aré the two sides of this equation 
always equal ? 2 


2! What are the fundamental elements of book-keeping ? 
3. What do you understand by the “assets” and “liabilities” of a business | 


4. Explain in short : the meaning of Accounting Equation. 
(Delhi Board SSCE, 


5. “All business transactio; i nts? 
MT ms ultimately aff: al eleme 
book-keeping.” Elaborate the statement. AT A GRON 


1985) 


6. 
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What is the relationship of Capital to Assets and Liabilities ? How is the 


Capital employed in a business calculated ? 


M 7. Justify the statement that ‘Accounting Equation’ (А = L + C) holds good 
ler all circumstances. Give at least two illustrations, (All India SSCE, 1978) 


8. 
expense accounts related to it ? 


9. 


10. 


Describe the fundamental accounting equation. How are revenue and 
(All India SSCE, 1985) 


What is owner's equity ? Give an equation for calculating owner's equity 
(All India SSCE, 1979) 


Which is correct ? 


. Capital =Assets + Liabilities. 


11. 


12. 


13. 


Liabilities = Capital — Liabilities. 


Capital = Net Assets. (Delhi Board SSCE, 1978) 


What is correct : 
Capital = Assets — Liabilities 
Capital = Assets + Liabilities 
Liabilities = Capital + Assets. (Delhi Board SSCE, 1979) 
Give transactions that will— 
(a) Increase an asset and decrease another asset. 
(b) Increase an asset and increase a liability. 
(c) Decrease an asset and decrease a liability. 
(d) Increase an asset and increase capital. 
(e) Decrease an asset and decrease capital. (D. 
Which of the following are equations ? 


elhi Board SSCE, 1982) 


(a) Assets = Capital + Liabilities. 

(b) Capital = Assets + Liabilities. 

(c) Liabilities = Assets — Capital. 

(d) Assets — Liabilities — Capital. 

(e) Liabilities — Capital = Assets. 

(f) Capital = Net Assets. 

(е) Capital + Liabilities — Assets = Zero. 
(h) Assets — Liabilities — Capital = Zero. 


14. Name a transaction that would, in the Accounting Equation, only affect— 


(a) Assets. 
(b) Liabilities. 
(c) Assets and Capital. 
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(d) Liabilities and Capital. , 
18. What is meant by an “Account” in book-keeping ? Why does an Account 
have two sides ? What are the various columns in an Account ? * 


` 16. State the classification of ledger accounts with two examples of each. 
P (Delhi Board SSCE, 1978) 


17. Classify the following under the three types of accounts (Real, Nominal or 
Personal Accounts) : 
(i) Drawings. (iv) Prepaid Insurance Premium. 
(й) Cash. (v) Depreciation. 
(iii) Outstanding Salary. (vi) Loan. 
(All India SSCE, 1984) 


18. What are the three types of accounts ? Give their respective rules of 
recording the transactions. 


19, Classify the following under personal, reat and nominal accounts : 


(i) Stock; (i) Loan; (iii) Fixtures ; 
(iv) Cash; (v) Drawings ; (vi) Capital; 
(vii) Current account of a partner ; (viii) Salaries; 
(ix) Insurance ; and (x) Bank. / (All India S.S.S.E., 1979) 


20. What do you mean by the terms Debtor and Creditor ? Name them in the 
foilc wing transactions : 
(i) Ram Sarup purchased goods from Brij Bhushan of Bombay on credit 
for Rs. 1,600. 

(ii) Mohan sells his typewriter to Sohan for Rs. 1,200. 

(iii) Harnam buys furniture from Kalsi Furniture Mart, for Rs. 800. 

(iv) Ali Hussain pays Rs. 500 to S. Shitab of Kanpur. 

(v) Harinder borrows Rs. 2,000 from Narinder for two months. 


21. Explain briefly the theory of “double entry book-keeping” and of “debit 
and credit", 


22. What is Double Entry System of Book-keeping ? What are its merits ? 
23, Explain the rule — “Every debit requires credit and vice versa”. 


___ 24, "Every debit has got a credit and vice versa". Explain the significance of 
this statement, . (Delhi Board SSCE, 1978) 


; 25. What do you mean by Double Entry System ? in your opinion, 8° 
the merits of this system ? . чшу Буны ран In YON О f 


26. “The system of double eni ing i › тор 
/ try book-keeping is founded upon the pri? 
that every transaction affects at least two accounts”, Explain the statement fully: 
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27. “Each business transaction has a doubl Y. i 
m. t. 
serons le aspect", Explain the statement 
28. What are the principal advantages of Double Entry System? - 
29. Gi i i 
MEM ae two illustrations to show the usefulness of double entry system of 
30. Explain with icati inci 
oen. р ith examples the application of the principles of Double Entry 
31. Give the rules for debiting and crediting— 
(i) Personal, 
(ii) Real, and 
: (ii) Nominal Accounts. 
32. Say which of the following are the advantages of Double Entry System: 
(a) Ithelps in verifying the arithmetical accuracy of books. 


(b) It helps in the preparation of Profit and Loss Account and Balance - 
Sheet. Г 
(с) Ithelps a trader in avoiding taxes. 
Ad) It prevents frauds. 
(e) It provides a check upon the accuracy of accounts. 
(f) Itis not a scientific method of recording business transactions, 
(е) Ithelps in ascertaining the amount due from debtors. 
(А). It helps їп recording transactions in their two-fold aspect. 
(i) Ithelps management in formulating future policies. 
(j) It is easier to alter figures and commit frauds. 


PRACTICAL EXERCISES — I 
1. The fundamental Balance Sheet Equation is 
A=L+C 
Find out the missing information from the following data: 
A= = L— + C> 

(а) Rs.10,000 = Rs.7,500 + 2% 
(b ? =  Rs.2,500 +  Rs.5,000 
(c) Rs. 500 = ? +  Rs.4,000. 


am 2. Using the fundamental book-keeping equation, supply the missing) 
ош: 3 : 

(a) Assets Rs. 5,281, Liabilities Rs. 2,281, Capital ? 

(b) Liabilities Rs. 789, Capital Rs. 8,211, Assets ? 

(c) Capital Rs. 2,500, Assets Rs. 7,300, Liabilities ? 
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3. Complete the gaps in the following table : 


Assets Liabilities Capital 
(a) 10,000 2,000 ? 
(b) 15,000 ? 7,000 
(alin vf 8,000 6,000 
(d) 16,000 9,000 ? 
(e) 12,000 ? 4,000 
Ф: ? 17,500 5,500 


4. Mangal, a store-keeper has the following assets and liabilities on 31st 
December, 19...... Find out his capital. 


Rs. Rs. 
Cash 500 Creditors 700 
Bank 2,500 Fumiture 300 
Debtors 1,000 Goods 2,200 


5. Prepare a Balance Sheet of Moti Works from the following particulars as 
on 31st December, 19...... 


(а) Cash in hand is Rs. 1,200 
(b) Ram owes the business Rs. 800 


(c) The business owes to 


Sham Rs. 200 

Krishan Rs. 300 
(d) The business owns— 

Stock Rs. 2,000 

Machinery Rs. 5,000 


Supply the missing information. 
6. Study the Balance Sheet of Widson Industries (India) as on 31st Decem 
ber, 19... and answer the questions that follow : 


BALANCE SHEET OF WIDSON INDUSTRIES (INDIA) 
as оп 31st December, 19....... 


Liabilities Assets Ало 
| Rs. 

Sundry Creditors Cash 1000 
Вапѕі 2,000 Sundry Debtors 

Mohan 3,000 Ram 2,500 0 

Sham 3,500 6,00 

Capital Stock 13,000 

Machinery B 
30,008 
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(a) Who owes money to the business and how much ? 
(b) To whom does the business owe money and how much ? 
(c) Is the proprietor the only person who has share in the assets ? 
(d) Who else is interested in the assets of the firm ? 
(e) What is the value of the proprietor’s share of assets ? 
7. Show the accounting equation on the basis of the following transactions : 
(i) Ram started business with Rs. 25,000 cash. 
(ii) Purchased goods from Shyam Rs. 10,000. 


(iii) Sold goods to Sohan costing Rs. 1,500 for Rs.1,800 
(Delhi Board SSCE, 1986, 1982) 


8. Prepare accounting equations on the following : 
(i) Rahim started business with cash Rs. 20,000 
(ii) Rahim purchased furniture for cash Rs. 2,000 
(iii) Rahim paid rent Rs. 200 
(iv) Rahim purchased goods on credit Rs. 3,000 


(v) Rahim sold goods (cost price Rs. 800) for Rs. 1,300 on cash. 
(Delhi Board SSCE, 1978) 


9. Find out merchandise cost, gross profit and net income from the following 


transactions for the year 1988: _ Н 
s. 

Purchases (3,000 articles) 25,000 

Freight 1,500 

! Local taxes 1,000 

Salaries 2,500 

Shop Rent 500 

500 


Godown Rent 


Electric charges 600 
Municipal taxes 200 
Stationery X 250 
Fumiture (Estimated life 5 years) 12,000 
Sales (2,700 articles) 32,000 
(All India SSCE, 1980) 
10. Develop accounting equations from the following transactions ^ 
5. 

(i) Mohan commenced business with cash 50,000 
(ii) Purchased goods for cash 30,000 
20,000 


(iii) Purchased goods on credit 
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(iv) Sold goods (cost Rs.10,000) for cash 12,000 
(v) Bought furniture on credit n ~ 22,000 
(vi) Paid cash to a creditor ; 15,000 


(All India SSCE, 1986) 


11. Show the Accounting Equations on the basis of the following transactions 
and present a Balance Sheet of the last Equation Balances : 


Rs. 
(i) Mohan commenced business with 710,000 
(ii) Purchased goods on credit 14,000 
(iii) Withdrew for private use 1,700 
(iv) Purchased goods for cash 10,000 
(v) Paid wages | 300 
(vi) Paid to creditors 10,000 
(уй) Sold goods on credit for 15,000 
(viii) Sold goods for cash (cost price was Rs.3,000) 4,000 
(ix) Purchased furniture for cash 500 
(All India SSCE, 1978) 


12. Calculate total equity if— 
(i) Owner equity is Rs. 60,000; 
(й) Equity of creditors is Rs. 50,000 ; 
(iii) Revenue during the period is Rs. 70,000; 
(iv) Expenses during the same period is Rs. 65,000. 
Also calculate revised amount of owner’s equity. 
(All India SSCE, 1979; Delhi Board SSCE, 1986) 


PRACTICAL EXERCISES — П 


1. Say which two fundamental elements of Book-keeping are involved in the 
following transactions : 


Rs. 
(а) Ram commenced business with cash 5,000 
(b) Deposited in Bank 4,000 
(c) Bought goods forcash . 1,000 
(d) Bought goods on credit from A 2,500 
(е) Sold goods for cash 1,200 , 
(f) Paid rent for the month 500 
(8) Sold goods to B 1,500 


(h) Bought of X goods { 3 900 
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= Rs. 
(i) Withdraw from bank - 1,000 
(j) Received cash from B 1,500 
(k) Paidcashto A 2,500 


Show the effect of each transaction on the accounting equation. 
атан 
(i) Sold goods for cash 
(ii) Purchased Goods from Prasad 
(iii) Sold to Karim goods 
(iv) Exchanged goods for our furniture 
(v) Sold goods for cash to Rohit 
(vi) Bought of Sham goods for cash 
(vii) Tilak bought goods of us 
(viii) Received cash from Tilak 
(ix) Paid cash to Prasad 
(x) Paid rent for the month 
Do the question in the following manner : 


Account to be 
debited 


Cash 


Transaction 


Sold goods for cash 


3. Record the following transactions in the form of “Т” accounts: 


Rs. 
Gopal Commenced business with a capital of 10,000 
Deposited in Bank 8,000 
Purchased furniture 1,000 
Bought goods from Bharat on credit 5,000 
Sold goods for cash 3,000 
Sold to Pankaj goods on credit 1,000 
Bought goods for cash 2,500. 
Withdrew from bank 5,000 
Paid salary to the clerk 1,000 
Paid to Bharat cash 3,000 

2,000 


Received of Pankaj cash 

Show the effect of these business transactions upon the Balance Sheet by 

Spaning a new Balance Sheet after each of the above transactions. Each Balance 
Sheet should reflect all transactions to date. 


64 
4. Complete the following table showing which accounts are to be debited and 
which are to be credited : 
Account to Account to 
be debited be credited 
(а) Introduced capital in cash se. M 
(b) Bought Furniture for cash Mah. . nens 
(c) Bought Machinery on credit 
from Raj & Co. sh Mme qc: 
(d) Bought goods for cah ау м 
Ke) SoldgoodsioRam.,, 1 мә. 007 te 
(ЮМ Кашрауз USCS диш nh OEE 


5. On a rough sheet total up the debit and credit sides of "T" accounts 2 
Question No, 3 in Practical Exercises П, and see if the two totals tally. Say why the v 
totals tally, 


ANSWERS 
PRACTICAL EXERCISES-1 

1. (a) Rs.2,500 (b) Rs.7,500 (c) Rs. 1.000: 
2. (ау Ws.3,000 (b) Rs.9,000 (c) Rs. 4,800- 
3. (а) Rs. 8,000 (b) Rs. 8,000 (c) Rs. 14,000 

(d) Rs. 7,000 (e) Rs. 8,000 (f) Rs. 23,000- 
4. Rs. 5,800. 
5. 


Balance Sheet Total Rs. 9,000. Сар; « 13191 Decem- 
ber, Rs. 8,500. :000. Capital of Moti Works o 


6. (a) Ram and Sham, Rs. 6,000 
(b) Bansi and Mohan, Rs. 5,000 
(c) No, the creditors Bansi and Mohan have also a share іл ui E 
(d) Bansi and Mohan 
(е) Rs. 25,000, 
j uud F Goods + Sohan = Ram's Capital + shy 
. s. 8,500 Rs. 1,800 Rs: 25,300 c 
& 0 Cash. = Rahim’s capital 
s. 20,000 Rs. 20,000 
d uo Fumiture = Rahim’s Capital 


Rs. 2.000, n« 20.000 
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(iii) ^ Cash + Fumiture = Rahim’s capital 
Rs. 19,800 
Rs. 17,800 Rs. 2,000 = Rahim’s +-Supplier 
(iv) Cash + Fumiture + Goods Capital 
Rs. 17,800 Rs. 2,000 Rs. 3,000 Rs. 19,800 Rs. 3,000 
(v) Cash + Fumiture + Goods = Rahim's + Supplier 
Capital 
Rs. 19,100 Rs. 2,000 Rs. 2,200 Rs. 20,300 Rs. 3,000 


9. Merchandise cost Rs. 24,750 ; Gross Profit Rs. 7,250 ; Net Profit Rs.300. 


10. (i) Cash 
ر‎ Rs. 50,000 
(ii) Cash + Goods 
Rs. 20,000 Rs.30,000 
(ii) Cash + Goods 
„Rs. 20,000 Rs. 50,000 
(iv) Cash + Goods 
Rs. 32,000 Rs. 40,000 
(v) Cash + Goods 
Rs. 32,000 Rs. 40,000 
+ Fumiture 
Rs. 2,000 
(vi) Cash + Goods 
Rs. 17,000 Rs. 40,000 
+ Fumiture 
Rs. 2,000 
11. (i) Cash 
Rs.70,000 
(ii) Cash + Goods 
Rs.70,000 Rs.14,000 
(ii) Cash + Goods _ 
Rs. 68,300 Rs.14,000 


Mohan's Capital 
Rs. 50,000 
Mohan's Capital 
‘Rs. 50,000 
Mohan's Capital + 
Rs. 50,000 
Supplier of goods 
Rs. 20,000 
Mohan’s Capital + 
Rs. 52,000 
Supplier of goods 
Rs. 20,000 
Mohan's Capital + 
Rs. 52,000 
Supplier of goods + 
Rs. 20,000 
Supplier of Fumiture 
Rs. 2,000 
Mohan’s Capital + 
Rs. 52,000 
Supplier of goods + 
Rs. 5,000 
Supplier of Furniture 
Rs. 2,000 
Mohan's Capital 
Rs.70,000 
Mohan's Capital + 
Rs.70,000 
Supplier of goods 
Rs.14,000 í 
Mohan's Capital + 
Rs.68,300 
Supplier of goods 
Rs.14,000 
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(iv) Cash + Goods $ = Mohan's Capital + 
Rs.58,300 Rs.24,000 Rs.68,300 
2 Supplier 
Rs.14,000 
(v) Cash + Goods = Mohan’s Capital + 
Rs.58,000 ` Rs.24,000 Rs.68,000 
Supplier 
Rs.14,000 
(vi). Cash + Goods = Mohan'sCapital + 
Rs.48,000 Rs.24,000 Rs.68,000 
Supplier 
Rs.4,000 
(vii) Cash + Goods = Mohan's Capital + 
Rs.48,000 Rs.12,750 Rs.71,750 
+ Customer 2 Supplier 
Rs.15,000 Rs.4,000 
(viii): Cash + Goods = Mohan'sCap + 
; Rs.52,000 Rs.9,750 Rs.72,750 
+ Customer Supplier 
Rs,15,000 Rs.4,000 
(ix) Cash + Goods +Customer = Mohan's Cap. + 
Rs.51,500 Rs9,50 Rs.15,000 572,750 
+ Fumiture Supplier 
Rs.500 Rs.4,000 


Balance Sheet Total = Rs.76,750. 


_“Ithas been assumed that the profit made on the selling price is 25% of ш 
selling price. The reason for this assumption may be found in the next transaction. 


12. Total equity Rs.1,15,000. Owner's revised amount of equity Rs.65,000. 


PRACTICAL EXERCISES П. 


1. (а) Asset, Capital (b). Asse Asset 
t, Asset (c) Asset ^w. 
(d) Asset, Liability (е) Asset, Asset (f) Asset Capital 
G) Asset, Asset (h) Asset, Liability (i) Asseh Asset 
() Asset, Asset (K) Asset, Liability 


2. Account to be debited Account to be credited 


WE Goods 
i Goods Prasad ۴ 
(iti) Karim Goods 
(iv) Goods 
(У) Cash Fumiture 


Goods 


Account to be debited 
(vi) Goods 
(vii) Tilak 
(viii) Cash 
(ix) Prasad 
(x) Rent 
3. Final Balance Sheet Total Rs.11,000. 
4. Accountto be debited 
(a) Cash 
(b) Furniture 
(c) Machinery 
(d) Goods 
(е) Ram 
() Cash - 


Account to be credited 


Cash 
Goods 
Tilak 
Cash 
Cash 


Account to be credited 


Capital 
Cash 

Raj & Co. 
Cash 
Goods 
Ram 
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5. The two totals tally because there is equal debit and credit in different 


accounts, 


Hd 


4 


Recording of Transactions— 
Journal and Ledger 


In book-keeping, we are concerned with three types of records : 

1. Original records or primary documents, i.e., vouchers, 

2. Journal, and ` ч 

3. Ledger. 

The original records consist of such documents as copies of orders 
(received or placed) for goods, invoices (received or sent), cash receipts, 
customers’ promissory notes, debit and credit notes, cheques, etc. These are 
called vouchers. A voucher is a documentary evidence in support of a 
transaction recorded in books of account. In the absence of vouchers, 
accounting records cannot be prepared easily. The system of preparing 
accounting records from vouchersis known as voucher systemof accounting. 


Information from the vouchers is entered in books of account which 
include the following : 


BOOKS E ACCOUNT 
Waste Book, or Journal, or Books of Principal Book 
Rough Book Original, First or of Account or Book 
Primary Entry or of Final Entry OF 
Subsidiary Books Ledger 
WASTE OR ROUGH BOOK 


This is a book in which transactions are recorded from the original 
Ed in the order in which they take place without regard to their паше. 
is is arough record of the transactions in chronological order, i.e. according 


ед d date-wisi 1 
uence ean e. sb ye 
tos nce of tim C Thi ook facilitates the writing O 


up асл Book, we may say, is a heap of business transactions mixed 
regard to their nature recorded in chronological order. This һеар 


: (68) 
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oes on piling up with each subsequent business transaction. 
JOURNAL 


In the previous chapter, the transactions were analysed in terms of debits 
and credits and the entries resulting therefrom were made directly into the 
ledger accounts. Making entries directly into the ledger accounts is of course 
fast and this method can be adopted in a very small business. But this method 
is undesirable because related debits and credits will be scattered through the 
Ledger and it will be impossible to know what debit relates to what credit. 


Itis therefore much more convenient, and also efficient, in both small and 
large businesses, to first have a record of the whole transactions at one place 
before the debit and credit aspects of these transactions are transferred to 
Ledger. Such a preliminary or initial record is provided by Journal. 

h From Rough Book to Journal. After the preparation of the Rough Book, 
the next logical step is to record the transactions in Journal. Joumal is a 
Subsidiary Book meant for recording the day-to-day transactions ofa business 
in the order in which they take place. The word Journal comes from the French 
Word “jour “ meaning “day” . This Book got its name when it was used for 
Tecording all the transactions of the business in the choronological order. It is 
essentially a primary record. 

The various reasons which favour the use of Journal asa Subsidiary Book 
for Tecording all the transactions in the chronological order are as follows : 

1. It provides the date-wise record of all the business transactions. 

2. Itgivescomplete information about a transaction at one place and also 
Provides an explanation of the transaction. 


3. Ithelps in the understanding of the principles of Double Entry System 
аз entries in Journal are classified into “debit” and “credit”. 


4. Itis easier to post this Book into Ledger as, without any difficulty, it 
Can be ascertained from this Book as to which account is to be debited and 
Which account is to be credited. This will be explained in detail when we take 


Up the posting of Journal to Ledger. 
Ruling of Journal . The specimen ruling of Journal is as follows : 


JOURNAL 


Particulars 
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JOURNALISING 


Recording transactions in Journal is known as journalising. The record 
of a transaction in Journal is called a journal entry. 


Every transaction as already seen hasa two-fold effect and as such affects 
two accounts simultaneously. Therefore, before a transaction is recorded in 
Journal it is necessary to analyse the transaction and decide which account is 
to be debited and which account is to be credited. — 


Rules of Journalising. The principles of Double Entry System аге 
directly applied in recording transactions in Journal. The fundamental prin- 
ciple of Double Entry System is : Debit the account receiving benefit and 
credit the account yielding benefit. Before recording á business transaction, it 
has first to be analysed to see which two accounts are affected. One of the two 
accounts must be receiving some benefit and the other must be yielding the 
same benefit. According to the fundamental principle of Double Entry 
System, the account receiving the benefit is a debtor and as such is debited ; 
the account yielding the benefit is'a creditor and as such is credited. This is the 
crux of Journalising. j 


Journalising Procedure. The journalising procedure is explained with 
the help of the following two specimen transactions : 


(a) 19... Aug. 10 Purchased goods for cash Rs. 500 
'(b) 19....Aug. 11 Paid cash to Yatri Rs. 100 
JOURNAL 


Particulars CM 
Rs. Р 
Goods A/c 500-00 
То Сазһ А/с ie 
(Being purchase of Goods) 
Yatri 
100 00 
To Cash A/c 1 ү 
(Being payment of Cash to Yatri) 


Each entry in Journal normally contains the following six parts ` 
1. Date. 


2. Titles of accounts to be debited. 
3. Debit amounts, 


4. Titles of accounts to be credited. 


i 
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5. Credit amounts. 

6. Explanation. 

The order in which these parts of a transaction are entered in Journal is 
explained in the following four steps : 

Step 1. The year, month and date aré entered in the Date Column which 
is further divided into two columns. The year and month are 
entered on the left-hand side column at the top and the date in the 
right-hand side column, The month and year, however, are not 
repeated except at the beginning of each page or when they 
change. 

Step 2, The account to be debited is written first in Particulars Column 
and close to the date line? The debit amount is entered in the 
column headed “Dr, Amount". Just before the Г.Е. column line, 
the word “Dr.” is written. The intervening space between the 
debit entry and “Dr.” is left blank. 

Step 3. The account to be credited is written on the next line in Particulars 
Column leaving some space on the left-hand side so that the credit 
entry may be easily distinguished from the debit entry. The credit 
amount is entered in the last column headed “Cr. Amount”, just 
opposite the credit entry. 

Step 4, The explanation, called Narration, is written on the next line .It . 
is desirable to give explanation for each entry because it would be” 
of help in future if someone may want to know the reason for the 
entry. Explanation, thotigh short, should be complete and clear. 
The explanation should be given only in Particulars Column. 

After every Journal Entry, a line is drawn in Particulars Column. At the 
end of each page, both the Dr. and Cr. Columns are totalled up. These totals 
are progressively carried out up to the end of the accounting period. These 
aa would be equal because the debit column contains as much as the credit 

olumn, 


Simple and Compound Journal Entries 
A journal entry which contains only one debit and one credit entry is 
Calléd a simple journal entry. If it contains more than one debit or more than 
One credit entries or both, the entry is a compound journal entry. 5 
In the Journal prepared below, the first is a simple journal entry and the 
Second is a compound journal entry. 
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JOURNAL 


Particulars Dr. Amount | Cr. Amount 
И Rs. Р.[ Rs. Р 
Aug. Cash A/c Dr. 500 00 
To Goods A/c 500 00 
(Being purchase of goods) 
E 
Rent A/c Dr. 100 00 
Wages. A/c Dr. 200 00 
Salary A/c Dr. 300 00 
To Cash A/c 600 00 
(Being payment of expenses) 


Actually a compound journal entry is a combination of two or more 
simple journal entries . The journal entry on August, 11 isacombination of the 
following three simple journal entries : 


Date Particulars L| Dr. Amount | Cr. Amount 
19... 0 Rs. P. Rs, Р. 
Aug |11| Rent A/c Dr. 100 00 
To Cash A/c 100 00 
(Being payment of Rent in cash) 
11 | Wages A/c Dr. 200 00 d 
To Cash A/c 200 
(Being payment of Wages in cash) 
11) Salary A/c Dr. 300 00 
To Cash A/c 300 00 


ense nd 
| Two ог more simple journal entries can be combined into one compo" 
journal entry if Я 


(а) the entries occur on ће same day, and 
(b) one aspect of these entries is common. 


Some specimen transactions 


Below are given some speci i : айол 
d pecimen transac е explan 
respective journal entries. tions with due exp 

1. Started business with a capital of Rs.5,000 on Jan. 1, 19... n. 


The business receives Rs.5 E 
ATY 5,000 on account of capital. Cash comes 
the proprietor is the giver of the capital. ED 


Journal Entry 


1 | Cash A/e 
To Capital A/c 
(Being new business commenced) 


2. Deposited into bank Rs. 4,900 on Jan 2, 19... 

When the amount is deposited in Bank, the Bank becomes a debtor as it 
Teceives cash. Bank is, therefore, debited. Cash goes out. Cash A/c is, 
therefore, credited, A 


Journal Entry 
19.. 
Jan, Bank 


To Cash A/c 
(Being cash deposited in Bank) 


3. Purchased goods from Sunil for Rs. 1,400 on Jan. 3, 19.. 
Goods come in and Sunilis the giver. Goods A/c is, therefore, debited and 
Sunil is credited. . 


Journal Entry, 
19.. 
J 
ЧЕ Goods A/c Dr. 


1,400 00 


To Sunil 4 
(Being purchase of goods on credit 
from Sunil) 


4. Sold goods to Amitabh for Rs. 500 on Jan. 4, 19... 
Amitabh is receiver, and hence a debtor. Goods go out, and hence Goods 
Alc is Credited, 


Amitabh 
To Goods A/c 

(Being sale of goods on credit 

to Amitabh) 


diy," Received cash from Amitabh Rs. 490 on Jan. 10, 19... Allowed him 
“Count Rs.10, 
the This is a compound journal entry, Cash comes in ; discount is a loss from 


Point Of view of the business; Amitabh is a giver. 
a business to a customer for making payment 


b 1. This is a deduction which is allowed by 
i gai” OF within an agreed period of time. Di 
Sain from the point of view of the business. 


scount allowed is a loss and discount received 


Date Particulars L.| Dr. Amount Cr. Amount 


PN Rs. Р 
ошын 57,500 00 | 57,500 00 
6 | Goods А/Ж Dr. 2,000 00 a 

To Cash A/c 2,000 
(Goods purchased for cash from Som) 


`9 | Goods A/c* Dr. 600 00 E, 
To Cash A/c 
(Goods purchased for cash) 


10 | Ram Dr. 3,000 00 00 
To Goods А/с* 3,000 
(Goods’ sold on credit to Ram) 


12 | Stationery A/c 100 00 100 00 
To Cash A/c 
(Stationery purchased for Cash) 


14 | Insurance Premium A/c Dr. 500 00 500 00 - 
П То Cash A/c 
(Insurance premium paid) 


———— ا 
Cash A/c Dr. 1,500 00 1,500 00‏ |.15 
To Bank A/c ,‏ 


(Cash withdrawn from Bank) 


17 | Mohan 
To Cash A/c 
(Cash paid to Mohan) 


Dr. 
|2 ا‎ 
19 | Cash A/c Dr. 2,000 00 7,000 ® 
To Goods A/c* ў 
(Goods sold for cash to Ravinder) 


20 | Bank Alc 
To Cash A/c 9 
Кыз deposited in Bank) 


2,500 00 2,500 00 


25 | Rent A/c 
To Cash A/c 
(Re; * for April paid) 


Dr. 100 00 100 0 


30 | Drawings A/c 
To Cash A/c 
(Withdrew cash fot Private use) 


Dr. 500 00 500 


Total ска | 


1 Ы stands for “brought forward”. 
* Ibis better if the 
when goods are bought 


‹ : f 
terms ‘Purchases A/c’ and ‘Sales A/c’ are used instead © eri? 
Alc’. This will make th 


and sold. However, for sometime we will use the СО! 


ings easier to understand 
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Date Particulars L.| Dr. Amount Cr. Amount 
E 
Total b/fd 71,300 00 71,300 00 
30| Salaries A/c рг. 350 00 
To Cash A/c s 350 00 
(Salaries paid) 
30| Telephone Charges A/c Dr. 50 00 
To Cash A/c 50 00 
(Telephone charges paid) 
Total 71,700 00 71,700 00 


Journal does not give information in a useful form 

. Journal, as we have already seen, is a daily record of business transac- 
tions. Itdoes not give us acomplete picture of the business in the form in which 
Itcan be useful. A trader, for example, might be interested to know at any time, 
Say at the end of a month or a year, as to how much amount he owes to each 
Creditor, how much amounteach customer owes to him, how much amount has 

"1 paid on account of various expenses, how much amount has been spent 

9n purchase of assets during the period and so on. All this information is there 
In Journal. But for convenience, it is classified under various heads, called 
accounts, in another Book, called Ledger. Ledger is a group of accounts. It 
1S the most important ofall the Books used in a business and is called Principal 
Book of Account. This Book contains information relating to all the busineśs 
B Nsactions and the double entry of all the transactions is complete in this 

[7 


._ Journal is the preliminary record and is called a Subsidiary Book. This 
15 because it helps in the preparation of Ledger. This Book is also called Book 
oF Original Entry or Book of Prime Entry because all the transactions are 
Originally recorded in this Book. 

Ledger, on the other hand, is called the Principal Book of Account or 
Book Of Final Entry. This is because all the transactions appearing in Journal 


Ultimately find their way into Ledger. 


Posting of Journal 
After the transactions are recorded in Journal, the next step in the боо 

keeping Procedure is to transfer the information in Journal to respective 
counts in Ledger. This process or act of transferring entries from Journal or 
Y Ubsidiary Book to Ledger is called posting. As a rule, no entry is made 

ectly into Ledger. First the transaction is recorded in Journal and then it is 
Posted into Ledger. This method has certain advantages which will be 
plained later. 


CM 


78 


Rules for posting. Thé rules for posting entries appearing in Journal to 


Ledger are as follows : 


(1) Eachdebitentryin Journal is posted to the debit side of the respective 
account in Ledger. The amount to be entered in that particular account in 
Ledger is the same as appearing in the debit column against that entry in 
Journal. 


The day, month and year for each entry in Ledger are the same as that in 
Journal. < 


(2) Each credit entry in Journal is posted to the credit side of the 
respective account in Ledger. The amount to be entered in that particular 
account in Ledger is the same as appearing in the credit column against that 
entry in Journal. 


(3) InLedger, in ‘Folio’ column, on the line on which the entry appears, 
the page number of the Journal from which that particular entry is brought, is 
entered. In Journal, in ‘L.F.’ column, on the line on which the entry аррёагѕ, 
the page number of Ledger on which the account relating to that particular 
entry appears is entered. This is called ‘Paging’. This serves the purpose of 
cross-reference and it becomes easy to trace entries from Journal to Ledger or 


from Ledger to Journal. The ‘L.F.’ column in Journal also serves the purpose _ 


in showing whether an entry has been posted or not. If a page number does not 
appear against an entry, it is indicative of the fact that the entry has not been 
posted to Ledger. 


If the students do not number the pages, they must use tick mark sign in 
‘L.F. column in Journal when a particular transaction is posted. 


How much space should be devoted to each account in Ledger ? When 
the number of transactions to be entered in an account is likely to be large, 4 
number of pages may be reserved for that account. If however, the number of 
transactions is likely to be small the page of the Ledger may be divided into 
two or more parts, each part to be devoted to a separate account. 

Illustration 2. Post the Journal prepared in Illustration 1 on page 74 into Ledger 


Solution : 


LEDGER 


Dr. 


SETHI’S CAPITAL ACCOUNT en 


Particulars Particulars 


By Cash A/c 


Particulars 


To Capital A/c 


`То Bank 


To Bank 
To Goods A/e 


To Cash A/c 
To Cash A/c 


To Cash A/c 


CASH ACCOUNT Cr. 
Particulars 
Rs. 
20,000 
1,500 4,000 
2,000 
1,000 
2,000 
600 
100 
By Insurance 
Prem. A/c 500 
17 | By Mohan 2,500 
20 | By Bank 1,000 
25 By Rent A/c 100 
30 | By Drawings 
Alc 500 
By Salaries 
Alc 350 
By Telephone 
Charges A/c 50 


BANK ACCOUNT 


By Cash A/c 
By Cash A/c 


By Ram 
By Cash A/c 


1,500 


(9) 


Particulars 


To Cash A/c 


To Goods A/c 


To Cash A/c 


To Cash A/c 


To Cash A/c 


To Cash A/c 


To Cash A/c 


FFICE EQUIPMENT ACCOUNT 


Amount 


SURANCE PREMIUM ACCOUNT 


RENT ACCOUNT 


Rs. 
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Posting a Compound Journal Entry 
Illustration 3. Post the following compound journal entry into Ledger. 


COMPOUND JOURNAL ENTRY 


Particulars 


Cash A/c 
Discount Allowed A/c Dr. 
To Ram 


(Being recéipt of cash from Ram, 
discount allowed being Rs. 10) 


D, LEDGER 
г. 
CASH ACCOUNT Сг. 


Particulars Ej Amount Particulars 


Dr, 
DISCOUNT ALLOWED ACCOUNT 


RAM 


By Cash A/c 
By Discount 
Alc 10 

or 

By Sundries 500 


Relation between Journal and Ledger 

keeps mal and Ledger are the two basic books in the Double Entry Book- 

boy. 18. For a complete and efficient accounting system їп any organisation, 
are essential as they serve a distinct purpose. 

of Journal is the chronological record of day-to 
cusiness, whereas 

"ger is the analytical record of these transactions. : 


Wh the iormer, i.e., Journal, helps in the preparation of the latter and that is 
Ournal is called the Book of Original or First Entry or Subsidiary Book. 
8 


-day business transactions 


ча 
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Ledger is called the Book of Second or Final Entry or Principal Book of 
Account. Journal is the original record whereas Ledger is the derived record. 


SUB-DIVISIONS OF JOURNAL 


Originally all transactions used to berecorded in Journal. However, it was 
later found that it was not convenient to first record all the transactions In 
Journal due to the following reasons : 


1. Ifall the transactions are recorded in Journal, it becomes too bulky à 
book. At the same time only one person would be able to handle it so that 
division of work is not possible. In case of big businesses it would almost be 
impossible to carry on the work of recording business transactions. 

2. Noclassified information, in the form of cash receipts, cash payments, 
cash balance, credit purchases, credit sales etc., is available unless the entries 
in Journal are classified and sorted out separately. 

3. ‘Incaseall the transactions are recorded in Journal each debitand credit 
entry is to be posted individually. This involves lot of work and time. 

4. The work of recording transactions can be divided amongst different 
persons, if there are various sub-divisions of Journal or Subsidiary Books (or 
Special Journals) instead of Journal being the only Subsidiary Book. ^ 

5. If Journal is the only Subsidiary Book, only one person will be 
incharge of it. In such a case fraud can more easily be committed. 


6. If there are various Subsidiary Books, there is saving in time and 
increase in efficiency and accuracy. You will know this in course of time 


Due to the above limitations of Journal, and also for practical con 
venience, Journal is sub-divided into various parts known as Special Journ? 
or Sub-divisions of Journal. These are also known as Subsidiary Books- 


SYSTEMS OF BOOK-KEEPING 


If all the transactions are recorded in journal and then posted to Ledge 
the system is called Theoretical System of Book-keeping. As already a 
plained, this system involves a great deal of avoidable labour. As such J ош J 
has been sub-divided into various Sub-Journals known as Subsidiary Воо en 
The System of recording transactions in various Subsidiary Books and й 
posting them to Ledger is called Practical System of Book-keepin£- [2 

It will be realised that the bulk of transactions of a business 4 as 
recurring or repetitive nature, e.g., purchases, sales, cash receipts Айе ^ s, 
payments. As soon as the transactions entered into become more,nume 3 


somekind of sub-division of the Journal would be imperative, if the prop? 
atany time wishes to know, for example : 1 


eto 


3 i 
(а) What is the value of the goods purchased on credit during а сой 
period ? 
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(b) What is the value of the goods sold on credit during that period ? 

(c) What are the total cash receipts during that period ? 

(d) What are the total cash payments during that period ? 

To get ready information, Journal is modified to meet the above require- 
ments of the proprietor, and in one section of it are recorded purchases, in 
another sales and in yet another cash receipts and cash payments. To the first 
Of these sub-sections of the Journal is given the title Purchases Journal, tothe 
second, Sales Journal andto the third, Cash Book or Cash Journal. Likewise 
we may have other sub-sections of Journal for recording other transactions of 
à recurrent nature, e.g., returns inwards and returns outwards, bills received 
and accepted. If certain transactions do not permit of entry in the above sub- 
divisions of the Journal, the early form of Journal is still retained for such 
(comparatively infrequent) transactions. 

The various Subsidiary Books (also known as Books of Prime or Original 
Or First Entry) include the following : 

1. Cash Book. In this Book all transactions relating to Cash and Bank 
(both as regards receipts and payments) are recorded. à 

2. Purchases Book. This Book is meant forrecording purchases of goods 
9n credit, These goods are those in which the business deals. 

3. Sales Book. This Book is meant for recording sales of goods on credit. 

4. Sales Returns Book or Returns Inwards Book. In this Book goods 
Teturned by customers are recorded. 

5. Purchases Returns Book or Returns Outwards Book. In this book 
Boods returned by the business to suppliers are recorded. 

6. Bills Receivable ‘Book. In this Book all the Bills received from 

. Sustomers are recorded. 

7. Bills Payable Book. This Book is meant for recording Bills accepted 
and given to suppliers. ; Р 

8. Journal Proper. This Bookis meant for recording those transactions. 
for which there is no special book. 5 

Journal has certain limitations as already discussed. In view of these limi- 

tions, its use is restricted to the recording of the following transactions 
Only : 1 E 
l. Closing Entries. 
2. Transfer Entries 
3. Adjusting Entries 
4. Rectifying Entries 
5. Opening Entries 
6 


. Miscellaneous transactions for which there is no special Subsidiary 


Book, 
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All these entries and transactions will be explained at proper places. 


The Practical System of Book-keeping has some definite advantages over 
the Theoretical System of Book-keeping. You will learn this in course of time. 

Itis important to note that the Subsidiary Books are outside the Double 
Entry System altogether. Their function is to provide, in the first instance, the 
material from which the Ledger Accounts are entered up subsequently. That 
is the reason why these books are so often referred to as books of prime ог first 
entry. With very few exceptions (and that is mostly in case of corrections) it 
isa well-recognised rule in Book-keeping that no transaction is recorded in а 


Ledger Account directly. It is first recorded in a Subsidiary Book and then 
posted to Ledger. 


Weshall now discuss how transactions are recorded in various Subsidiary 
Books aud how they are posted to Ledger. 


CASH BOOK 


Cash isthe most importantcommodity ina business. In book-keeping, the 
word ‘cash’ includes money in all its forms, i.e., coins, currency notes, postal 
orders, cheques received but not deposited in bank.(About the last item, уой 
will learn in detail in the chapter on Banking Transactions). 


The book of prime entry or the special journal in which all transaction 
involving cash receipts and cash payments are recorded is called a “Cas 
Book” 

Е : ; е 

There are a large number of. cash transactions in a business and if all th 
transactions relating to cash are recorded in Journal then every ume d 
account will be debited and credited. By recording cash transactions in a Ca 
Book this unnecessary labour is avoided. : 
A specimen ruling of a Cash Book in its simplest form is given below - 
CASH BOOK en 


Dr. 


Date 


Particulars 


unt 
Date Particulars L. Ame 


All cash 
Teceipts are 
recorded on 
this side 


All cash pay- 
ments are re- 
corded on this 
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tomers from the amount of the debt if they pay the same either immediately 
EE certain specified time. This inducement in the form of deduction 
given to the customers for prompt payment or payment within a certain pe i 
is called Cash Discount. dis 
ig Suppose goods for Rs.500 are sold to Radhey Shyam on Ist of August, 
. on ће terms “5% cash discount" or “2% within a week". This means ifhe 
тоз the price of the goods promptly, he will have to pay Rs. 500 — (5/100 of 
n 500), i.e., Rs. S00 — Rs. 25 or Rs. 475. Rs. 25 is cash discount allowed to 
REN If, however, he does not pay the amount immediately, but pays it by 8th 
R August, he can deduct 2% as cash discount. In that case he will have to pay 
s. 490, Rs.10 being discount allowed to him. 
b Discount allowed to customers is a loss from the point of view of the 
usiness because ‘business receives less. 
‘ Discount allowed by suppliers is a gain from the point of view of the 
usiness because business pays less. 
ash is received from them in the 


Discountis allowed to customers when c 
e on the debit side of the Cash 


шеп time, The entry for cash receipt is тай 
ook. The net amount received is entered in the “Amount” column, the 
t" column at the same time and 


discountallowed being entered in the “Discoun| 
п the same line, Similarly, discount allowed to us by suppliers for prompt 
Paymentis entered on the credit side, the net amount paid being entered in the 
Amount” column, and discount allowed in the “Discount” column at the 


Same time and on the same line, To record discount in the Cash Book, we 
before the amount column as shown 


have "Discount" columns on both sides 


below R 
ae CASH BOOK Cr. 
Date | Particulars | L] Dis- | Amt Date Particulars | L| Dis | Amt 
F| count F.| count 
سل‎ 
All cash Rs. Rs. All cash pay; Rs. Rs. 
receipts ments made 
and dis- and dis- 
counts counts 
allowed received 
are recor- are recor- 
ded on ded on 
this side. this side, 


Illustration 4. Compile a Cash Boo 


ìt on the last day of the month : 
19.. Rs. 
Aug. 1 Jyoti commenced business 3,000 
1 Borrowed from Hari 2,000 
1 Deposited into Bank- 2,000 
2 Purchased furniture for cash from Goodluck Furnishers 250 
5 Bought goods for cash 1,000 
6 Received from Janki 390 
Allowed him discount 10 
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Rs. 
8 Sold goods for cash 200 
9. Paid cash to Kanti from whom goods for 
Rs. 200 were purchased on credit on 2nd 
August on the terms “2% within a week” 
10 Paid cash to Bansi 195 
Discount allowed 7 5 
15 Paid for advertising 50 
19 Received cash from Kasturi e 475 
Allowed him discount 25 
25 Received cash from Gopi whom goods for Rs. 300 were 
sold on 10th August on the terms “2% within a week" 
29 Sentto Rama Money Order 200 
Money Order Commission 2 
31 Jyoti drew for private expenses 100 
31 Paid cash for clerk's salary 90 
31 Received interest in cash 20 
Solution : ` 
Dr. : CASH BOOK Cr. 
Date | Particulars Particulars Am- 
n 
: |. JL count | oun! 
19.. : le Rs, Rs. 
Aug.| 1| To Joyti's 1 | By Bank í 2,000 
Capital 2 | By Fumi 
1| To Hari’s niture Л 250 
Loan 5 | By Goods 1,000 
6 | To Janki 9 | By Kanti 4| #96 
8 | To Goods 10 | By Bansi 5| 195 
19 | To Kasturi 15 | By Adver- 
25 | To Gopi 9 tising 50 
31 | To Interest 29 | By Rama 
(Amt. 
Rs.200 
Comm. 
Rs,2) *%*202 
31 | By Draw- 
ings 100 
31 | By Salary ‚90 
31.| By Balance 
s c/d 2,302 
КЖЕ Е: 
9 | 6,385 
19.. ER 
Sept. | 1| To Balance 
b/d 
لے‎ ыды ا‎ T, 


* The payment is made within a week and hen 
2% 
Paid, therefore, comes to Rs. 200 — (2/100 of 200), ie. R 


** As the payment is not made withi 
x ithin a week of 


discount is received. The net amount 
‚ Rs. 200 — Rs.4, i.e., Rs. 196. f 
the purchase, Gopi loses the benefit 0 


Ati А 
115 are entered in pencil in “Amoun 


, Credi 


Ро F 
| Sting the Cash Book 
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Use of “To” and “By”. It is customary to use “To” before every entry on 
the debit side, and ‘By’ before every entry on the credit side of the Cash Book. 
On the debit side, we use ‘To’ before every entry because when we receive 
cash from a party, we owe that amount ‘to’ that party. On the credit side, we 
use ‘By’ before every entry because when we pay cash to a party, or on that 
account, amountis owed “by” that party oron that account, to us. Now-a-days, 
itis usual to dispense with the use of the words “To” and “By” on the debitand 
credit sides respectively, particularly where mechanical systems of book- 
keeping or computers are employed. 


Ascertaining the Balance 

__ Attheendof aday, weekormonth, when the entries on the debitand credit 
ne of the Cash Book for the business have been recorded, the Cashier would 
T anxious to know if the actual amount of cash-in-hand is what it should be. 
О satisfy himself about the correctness of the entries in the Cash Book, he 
Would total up the “Amount” columns on the debit and credit sides and find 
Out the difference between the two totals. The difference is called balance . 
there are no errors or omissions, the balance as shown by the Cash Book 
Should tally with the actual amount of cash in hand (i.e. in the Cash Box). 
The following steps should be taken to “balance” the CashBookattheend - 

ofa period : г 
d 1. Total up the "Amount" columns on the debit and credit sides. Note 
Own the totals on a rough sheet of paper. It would, however, be better if the 
t" colunins directly under the last entry 


Оп both the sides. This total in pencil is called pencil footing. 


It should suggest to you that the total of the debit side of the Cash Book 


Would always be greater than or at the most equal to the total of the credit side. 
eee is obvious. A business cannot pay more cash than what it actually 
ves during a certain period. — 
2. Find out the'difference" between the two totals. 
3. Place the difference, called "balance" on the smaller side, i.e., the 
t side to make the two sides equal, as "By Balance c/d". 
4. Bring down the "balance" on the following date on the debit side, as 
Balance b/d". 
5. Discount columns on both the sides 


ron Cash Book is thu$ balanced, penc 


“To 
are totalled up. 

il footings may be erased if so 
deg ; 


Debit side. The debit side of Cash Book represents the debit aspect of 
tem of cash received is entered. The 


fir transactions, as on this side each i K 
sid es appearing on this side of Cash Book, are, therefore, posted to the credit 
it © of the respective accounts in Ledger as "By Cash". The Cash Book Folio 

entered in the “Folio” column of the account in Ledger to which the 
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transaction is posted. On the other hand, the Ledger Folio is written in the 
“L.F.” column of the Cash Book against the entry which is posted to Ledger. 
The discount, if any; allowed to a customer is also posted to the credit side of 
his personal account in Ledger alongwith the amount as: 


By Cash 495 

By Discount 5 
or 

By Sundries 500 


To complete Double Entry in Ledger, Cash A/c is debited with the total 
amount received during the period and Discount Allowed A/c is debited with 
the total of the “Discount” column on the debit side of Cash Book. 


Credit side. The credit side of Cash Book represents the credit aspect of 
cash transactions, as on this side each item of cash paid is entered. The entries 
appearing on this side of Cash Book are, therefore, posted to the debit side of 
Tespective accounts in Ledger as “To Cash”, The discount is also posted 
alongwith on the debit side, 


To complete Double Entry in Ledger, Cash A/c is credited with the total 
amount paid during the period and Discount Received A/c is credited with the 
total of the ‘Discount’ column on the credit side of Cash Book.. 

Dispensing with Cash Account. In most businesses, Cash A/c is usually 
not opened in Ledger. In that cash, Cash Book serves the purpose of Cash 
A/calso, and is regarded both a Subsidiary Book (as it helps in the preparation 
of Ledger) as well as Principal Book of ‘Account (as itis regarded as a part of 
Ledger). However, for the clear understanding of the fundamental principles 
of Double Entry in posting, it is advisable to open Cash A/c in Ledger. 


PURCHASES AND SALES BOOKS 


In business, goods are purchased and sold for cash as well as on credit. If 
goods are purchased or sold for cash, the relevant entry is made in Cash Book. 

Cash purchases are recorded on the credit side of the Cash Book. Cash 
sales are recorded on the debit side of the Cash Book. This has already bee? , 
explained. 

Usually and very often goods are purchased and sold on account, i.€: gar 
credit, The word credit comes from the Latin word “Credo” which means “tO 
believe”, When a seller sells goods on credit he believes that the buyer woul 
meet his obligation when it falls due, i.e., he would pay the price within the 
agreed time. 

In modern world, in almost ev 
sales constitute the bulk of business 
we have two Separate books called 

Purchases Book is 
оп credit, 


: ў it 
ery business, credit purchases and е 
transactions. To record these transactions: 
Purchases Book and Sales Book. ht 
meant for recording credit purchases or goods bous 


Sales Book is meant for recording credit sales or goods sold on С" edit 
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“Goods” here mean those i i i 
goods in which the business deal: 
é s. If, К 
ae a cloth merchant purchases cloth on credit, the transaction would $e 
E ud in the Purchases Book. But if he purchases furniture on credit, this 
ide on would not appear in the Purchases Book but in Journal. As to why 
nsaction would appear in Journal, will be explained later. 
Purchasing Procedure 
5 лп a trader has to purchase goods he makes inquiries from various 
E pliers, or asks them to quote theirrates. He places the purchases order with 
vic ean Tm rates are the lowest, other things being equal, i.e, 
n of the suppli i i i ivery 
К ode cn upplier, quality of goods, term of credit, period of delivery 
ея Тһе purchases order is recorded in Outwards Order Book and is usually 
reped in triplicate (three copies). One copy is sent to the supplier from 
Ord т goods are to be purchased. The second copy remains in the Outwards 
aa nas a record. The third copy of the order is sent to the Godown 
T SO that when goods are received by him, he may com i 
ТЯ ше g y y pare them with 
Е Wien the supplier supplies the goods to the buyer, he sends alongwith the 
Silene Or separately a statement, called invoice, giving details of the quality, 
of a uty, Tate, total amount payable, terms of payment, etc. The specimen form 
П invoice is given below : 


INVOICE No. 2178 
GOODLUCK GENERAL MERCHANTS» 
Sol Sadar Bazar, Delhi 
T2 d to Krishan Gopal, Bombay Date: Aug. 3, 19... 
eer ar an a week. Customer's Order: 753 
à ДЕ" Г 
Quantity Description | Rate | Details Total 
; : s 
Rs. Rs 
S Ice Cream Freezers, 
size 3 Litres 20.00 120.00 
E Bread Slicers, size 20 cm. 50.00 90.00 
210.00 
e Less 10% 21.00 
———] 
\ 189.00 
Ааа Раскіпр & 
Forwarding 
Charges 7 11.00 
200.00 
Ram Lal 
E. & O.E. For Goodluck 
General Merchants 
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The invoice given on page 89 is called a purchases invoice" by the 
buves Krishan Gopal). It is called just an “Invoice” by the seller (Goodluck 
General Merchants). 


The words “E. & О.Е.” in the invoice stand for "Errors and Om issions 
Excepted". This means if there is an overcharge or undercharge in the invoice 
because of any error or omission, it is subject to adjustment. 


Trade Discount. All good firms and companies issue Price Lists (or 
catalogues) of their goods; and the dealers aré called upon to sell the goods at 
list price. To enable the wholesalers and retailers to make some profit, 4 
deduction is allowed from the list price of the goods. This deduction is call 
Trade Discount. It usually takes the form of a percentage. The rate of discount 
varies with different articles and different trades. 


In the above invoice, 10% of Rs. 210, i.e., Rs. 21, has been allowed 85 
Trade Discount. It should be ‘noted that in some cases both cash discount an 
trade discount may be allowed to the purchaser in the same transaction. In Т 
above сазе Rs, 21 is allowed as Trade Discount. The net price of goods come 


j 4 t 
to Rs. 200. If the payment is made within the prescribed period, cash discou” 
would also be allowed. „ 


Procedure after Receipt of Goods. When goods are received, me 
should be examined and compared with the ‘purchases order’, a со 
which is with the Godown-Keeper. The invoice should also be compared МҮ 
the purchases order. All the calculations іп invoice must also be саса 
checked. Any inaccuracy should be notified to the supplier immediately A 
he should be asked to send a corrected invoice cancelling the old rei 
Alternatively, the supplier may send an intimation through a credit OF E. 
Ace (which will be explained subsequently) that thé customer's account 
been credited or debited respectively with the difference. 


PT 
When the purchases invoice is found to be in order, the next steP 
record the purchase in the Purchases Book. 


PURCHASES BOOK 
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Thé entries in Purchases Book, which is also known as Invoice s is 
Bought Book, are made from. thé purchases invoices, When the і1У0 jn th? 


received by Krishan Gopal from Goodluck General Merchants, the en! 
Purchases Book would be made as shown on the next page: 


91 
PURCHASES BOOK 


Date | Invoice Particulars L.F. | Details Amount 
s. үс ЙЕ. 
Aug] 5 2178 Goodluck General Merchants, pi, m 

Sadar Bazar, Delhi 
Six Ice Cream Freezers, 
size 3 litres 
@Rs. 20 each 120.00 
Three Bread Slicers, 
size 20 cm. 
@ Rs. 30 each 90.00 
=e | 
210.00 
Less 10% 21.00 
189.00 
Add Packing & | 
Forwarding Charges 11.00 200.00 
= TET] 
mE fe А а a |e | 


In ‘particulars’ column, the following details are given : 

(a) The supplier's name and address. It should be written in bold letters 
immediately after the line dividing “Invoice” and “Particulars” 
columns. The name should better be underlined. 

(b) Description of the goods. This should be given below the name after 
leaving some space so that the name of the supplier may be easily 
distinguished from deiails. Extensions of amount should be entered 
in “Details” column. 

(c) ` Trade discount. This should be shown as a deduction from the gross 
amount in “Details” column. 

(d) Packing and forwarding charges. These should be added to the 
amount which remains after deducting the trade discount from the 
gross amount. The final amount which remains after making all 
these adjustments is extended to "Amount" column. 

al The details in “particulars” column below the name of the supplier may 
50 be done away with in practical book-keeping. This is because all 
Purchases invoices are numbered consecutively when received and are filed 
a or der, There is therefore no need to enter the details in the Purchases Book; 
ntries may be made therein with the net figure of invoices. If at any time the 
tails of any particular amount are required, reference can be made to the 
Particular invoice. This system is particularly useful where the accounts are 
“Pt with the help of mechanical devices or computers. : 
the At the end of the day, week or month, Purchases Bookis totalled up. After 
Ww total, two lines are drawn. Against the total, in ‘particulars’ column, the 
Ords “Goods (or Purchases) A/c Dr.” are written. This means Goods (or 
Uchases) A/c is to be debited in Ledger with the total. 


A 
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Itis important to note that as the Purchases Book is a record of the goods 
received, all entries in it are “debit entries”. 


Posting the Purchases Book 


Purchases Book is meant to record purchase of goods on credit. Each 
supplier from whom goods are purchased on credit becomes a creditor od 
principle — Every giver is a creditor). Each entry in this Book is |. 
posted to the credit side of the relevant Supplier's account in Ledger as he 
purchases". At periodical intervals, the Double Entry is completed by pos : 
the total of the Purchases Book to the debit side of the Goods or Purchase 
A/c. In“L.F.” column in the Purchases Book, the relevant folio of the Led 
is given. In “FE? column in the Ledger, the relevant folio of the Purchases Boo 
is entered. 


SALES BOOK 


а п 
The Sales Book, as already explained, is used to record goods sold 0 
account, i.e., on credit. 


а eir 
When orders are received from customers, it is usual to enter ч 
particulars їп a book called Orders Received Book or Inward Orders ВО 


ч ; Jes 
When goods are despatched to the customer, ал entry is made in the Sal 
Book from a copy of the invoice sent to the customer. 


When an order is executed, a red line should be drawn through the к. 
in the Orders Received Book so that orders not yet executed may be kno 
a glance. 


ў е 

The method of making entries in the Sales Book is exactly similar of E 
method of making entries in the Purchases Book. But against the total 3 mn 
Sales Book, we write “Goods” (or Sales) A/c Cr. in “Particulars col E i 
which means Goods (or Sales) A/c is to be credited in Ledger with D j dil 

It should be carefully noted that the entries in the Sales Book are = 
entries" , ^ 
Posting the Sales Book 


e 

Sales Book is meant for a daily record of goods sold on oes E 
Customers to whom goods are sold on credit become debtors (The princip the 
Every receiver is a debtor). Each entry in this Book is, therefore, POSS „ At 
debit side of the relevant Customer's account in Ledger as “ТО Wo of tH? 
periodical intervals, the Double Entry is completed by posting the 0 mo 5 
Sales Book to the credit side of the Goods or Sales Alc. In “L.F.” eon in 
the Sales Book, the relevant folio of the Ledger is entered. In “F” со 
Ledger, the relevant folio of the Sales Book is given. 


RETURNS BOOKS 


A It sometimes happens that the goods sold to customers are ж 
em. There may be various reasons for it: 


by 


ay 
у рай \ 
1. The goods may not be of thekind ordered or may be of inferiora j 


93 
| 2. They may not have been delivered in time. 
| 3. They may have been damaged in transit. 
4. They may otherwise be unsatisfactory or defective. 
If the goods are not returned by a customer, he may ask for an allowance 
Оп unsatisfactory goods sold to him. 


When goods are returned by our customers, the transaction is called 
Return Inwards or Sales Return. 

When we retum goods to our suppliers from whom we had purchased 
goods, the transaction is called Return Outwards or Purchases Return. 


In the former case, goods come in ; in the latter case, goods go out. 


RETURNS INWARDS OR SALES RETURNS BOOK 
There are two kinds of Returns Inwards : 

l.- Returns on account of goods which were sold for cash. In this case, 
goods, called Returns Inwards, come in ; and cash goes out. This transaction 
1 entered on the credit side of Cash Book as “By Returns Inwards". „ 

2. Returns on account of goods which were sold on credit. If the number 
Of such returns is not large, they may be recorded in Journal . The entry in such 
а case in Journal is as follows : 1 
Returns Inwards A/c Dr. 
To Customer 
(Being return of goods by customer) 1 
Returns Inward A/c is debited because goods come in. 
Customer is credited because he is the giver. 
.;. When a customer is thus credited in the books of account, he is sent an 
intimation to this effect. This is done through a statement, called Credit Note 
Or Credit Memorandum.. 
The specimen form of a Credit Note is given hereunder : 


CREDIT NOTE No. 825 
GOODLUCK GENERAL MERCHANTS 
SADAR BAZAR, DELHI 
т А Date, Aug. 25, 19.. ' 
о 


Messrs. Krishan Gopal, Bombay. 
We have credited your account as follows : 


Goods Retumed : . Rs, 

Y 1 Ice Cream Freezer, size 3 litre. 20.00 
_1 Bread Slicer, size 30 cms. 30.00 

50.00 
Less 10% . $00 

45.00 


1 For Goodluck General Merchants 
=Й 2. 


| 
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Thé object of sending a Credit Note to a customer is to inform him that 
he has been credited in our books. A credit note is also sent to the customer 1n 
the following cases : | : 

1. When he is allowed some discount or allowance on defective, dam- 
aged or unsatisfactory goods. 

2. When an excessive charge was made by mistake. 

3. When cartons or containers are returned by the customer. 

If the number of returns is large, a separate Subsidiary Book, called 


Returns Inwards Book or Sales Returns Book, may be maintained. It is ruled 
as under : 


RETURNS INWARDS OR SALES RETURNS BOOK 


Date Particulars L.F. Details Amount. 


The entries are madein this Book on the lines of Purchases Book. Itshould 


be noted that if any trade discount was allowed to a customer, it should be р 


shown as a deduction from the gross value of the returns. 
Posting the Returns Inwards Book 

For each entry in Returns Inwards Book the customers are credited i: 
Ledger, because they are the givers. To complete Double Entry, Rer 
Inwards A/c is debited with the total of the Returns Inwards Book, becaus 
goods come in. 

RETURNS OUTWARDS OR PURCHASES RETURNS BOOK 

Just as our customers return goods to us, we also return goods 10 ш 
suppliers because of the reasons already mentioned. When goods are $ 


E г 
returned to the suppliers, the transaction is called Return Outwards © 
Purchases Return. 


There are two kinds of Returns Outwards : 


- is 

1. Returns on account of goods which were purchased for cash. Dui 
case, goods, called Returns Outwards, go out ; and cash comes in. S 
transaction is entered on th 


€ debit side of Cash Book as "To Re! 
Outwards”. 
2. Returns on account 
number of transactions is n 
Supplier 
To Returns Outwards А/с 
(Being return of goods to Supplier) 


À ip If the 
of goods which were purchased on credit. 
ot large, they may be journalised as under : 


Dr. 


If, however, the number of transactions is large, a separate Subsidiary 
Book, called Returns Outwards Book or Purchases Retums Book, may һе 
Maintained. It is ruled just like a Sales Book and the entries are made in this 
Book on the lines of Sales Book. 

Posting the Returns Outwards Book 

When goods are returned to suppliers, they become debtors and are as 
Such debited in Ledger, because they are the receivers. 

To complete Double Entry, Returns Outwards A/c is credited with the 
total of the Returns Outwards Book, because goods go out. 


JOURNAL—FOR MISCELLANEOUS ENTRIES 


In practical Book-keeping Journal is used for recording only those 
transactions for which there is no special subsidiary book. Moreover, if the 
Number of transactions of a particular type (say returns inwards or outwards) 
is not large, there is no point in having a separate subsidiary book for such 
transactions, These transactions may be journalised. The method of recording 
transactions in Journal hás already been explained.. 

Some of the’ miscellaneous transactions which are journalised are as 
follows ‚ 

1. Bad Debt, Whenacustomer or debtor is declared insolvent, a part of 
the debt is not recovered. This is called a bad debt. The amount received from 

€ estate of the insolvent is called a composition ог dividend or instalment. 
amount might be received in only one composition, if all his property is 
Sold at once. This is then known as first and final composition. 
Illustration 5. Goods were sold to Bihari for Rs.400 on 15: August, 1988. He is 
eclared insolvent and a first and final composition of 25 p. in a rupee is received on 
эһ November, 1988. How would you record it in books ? 


Solu : 
Dr, Чоп; 


CASH BOOK 


Discount 


Particulars 


Dae | _ 
1988 Rs. | P. 

00 
O. 9 To Bihari 100 
кке Р PTS 


\ JOURNAL 


9 | Bad Debts A/c Dr. 


To Bihari | 
(Being Bad Debt on Bihari's insolvency) 


300 | 00 


If the wholé of the entry is required to be recorded in Journal, it would 
аг as shown on next page : 
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JOURNAL 


Date Particulars L. | Dr. Amount | Cr. Amount 


Rs. 


р: 


. 1988 
Nov. 


Bad Debts A/c 


(Being first and final composition 
of 25P. on Bihari’s insolvency) 


The amountof Rs.300 which becomes irrecoverable on the insolvency of 
Bihari is a loss and is transferred to Profit and Loss A/c. 


If, however, a part of this amount is subsequently recovered, it would be 
a gain and is called Bad Debt Recovered. In the above case, let us say, ап 


amount of Rs.100 is recovered on 6th January, 1989. It would appear in the 
Cash Book as follows : 


Dr. 


CASH BOOK 


Jan. |6 | To Bad Debts Recovered Alc 


Sometimes, the amount is recovered from the insolvent in a number of 


instalments. This happens when his property is sold in parts. In such a case; dil 
the final instalment is received, 


the balance due from a debtor cannot be 
regarded as bad debt. 


Illustration 6. Goods were sold to Himani for Rs, 400, He is declared insolvent. 


A first composition of 25 p- in arupee is received on 30th May, 19...A second and final 
composition of 25 p. is received on Sth July, 19... 


How would you record these transactions in books ? 


Solution : 
Dr. 1 


CASH BOOK 


JOURNAL 


5 | Bad Debts A/c Dr. 
To Himani б 

(Being irrecoverable amount on 

account of bad debt). 


To Bihari 400109 
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The balance of Rs.200 is regarded as bad debt when the final instalment 
is received. 

А 2.. Assets purchased on credit. Goods purchased for resale are recorded 
in Purchase Book. If some asset is purchased on credit, the transaction is 
recorded in Journal as follows : 

Asset A/c. Dr. 

To Supplier ' 
(Being the credit purchase of the Asset) 

3. Exchange of goods for furniture or any other asset. When an asset is 
exchanged for another asset, e.g., when furniture is acquired against goods, the 
transaction is recorded in Journal as follows : 

Furniture A/c 

To Purchases A/c. 
(Being goods exchanged for furniture) 

4. Goods taken by the proprietor for his personal use. When goods are 
taken by the proprietor for his personal use, the transaction is recorded in 
Journal as follows’: 

Drawings A/c 

To Purchases A/c 
(Being goods taken by the proprietor 
for personal use) 

5. Goods taken by employees for personal use against salary or wages. 
Where employees take goods for their personal use against their salary or 
Wages, the transaction is recorded in Journal as follows : 


(a) Where goods are supplied at cost price: 
Wages/Salary A/c Dr. 


To Purchases A/c 
(Being goods supplied to employees 
for personal use at cost price) 
(b) Where goods are supplied at selling price: 
Wages/Salary A/c Dr 
To Sales A/c 
(Being goods supplied to employees) l 
6. Goods distributed as samples. In some businesses a certain part or 


Certain T f total production or output is distributed as samples. For 
oH s books are given to potential buyers, 


Dr. 


Dr. 


- ample, i ies of 
ee wei The purpose of distributing samples 


e teachers and educational institutions. 
ex 9 Promote sales and as such this expense 
dense on advertisement. Hence, the journa 
e: 


can legitimately be treated as an 
lentry to record such transaction 


Will b 


98 


Advertisement A/c Dr. 
"To Purchases A/c 
(Being goods distributed as free samples) A 
It may be noted here that when goods go out of business at cost price, 
Purchases A/c should be credited and not Sales A/c. 


ii t 
Illustration 7. Enterthe following transactions of Jatti in proper books of accoun 
and post them to Ledger . 


Rs. 

19... р 

June 1 Commenced business with Cash are 
1 Opened a Current A/c with Bank D 


2 Bought of Kalia Bros., Delhi 
200 Eveready Torches (9 7/- each 
200 Leak-proof Battery Cells @ 3/- each 


10% Trade Discount 
Terms 2 % within a week 
5 Purchased Furniture from GoodLuck Traders 350 
for Cash КОП 
7 Withdrew from Bank ` , 


7 Sold to Bali Bros., Kanpur 
100 Eveready Torches (9 9/- each 
50 Leak-proof Battery Cells @ 3/50 each 


10% Trade Discount 
Terms 5% within a week. 3,500 
8 Bought Goods from Ali Bros, ч 
9 Settled Kalia Bros. account 1,000 
9 Sold Goods for Cash 3.100 
9 Sold Goods to Pali Bros 
12 


Received Cash from Bali Bros, in full 
settlement of his account 


14 Sold Goods to Gandhi for Cash 1200 
17 Bought of Krishna Goods for Cash 1,485 
19 Paid Cash to Ali Bros j 15 
- Discount allowed 
20 Purchased Godrej Almirah from Raja Steel 00 
Works on credit 12 
20 
Paid Cash for Postage Stamps 500 
22 Returned defective goods to Ali Bros, 970 
28 Received from Pali Bros, 30 
Discount allowed 200 
29 Pali Bros. returned goods 500 
29 Paidinto Bank 
29 Pali Bros. became insolvent. They paid first and 
final composition of 80 paise in a rupee 250 
30 Paid Salary to the clerk 
30 


0 
Withdrew for Private expenses a 
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8888888882 


“Sa 


+ 


P/o weg Ag 
sduimeiq Ag 
бет Ag 
yueg Ag 
o3unsoq Ag 
75019 "v kg 
Spoon Ag 
so1g еце Ag 
элщшпд Ад 
xueg Ag 


P/q weeg OF, 


‘sorg Ted OL 
зо ted OL, 
Spoon OL 
зоа Teg oL 
зроогу oL 
xueg oL 
mudeg 
snwf oL 


чэ 


їипоэ5(] 


Ем! 


siv]nonreq 


ХООЯ HSVO SILLY 


semomed 


100 


PURCHASES BOOK 
i Details Amount 
Date Particulars E oo | RS 
[09m І 1 Я 
June | 2 |'Kalia Bros., Delhi D 
| 200 Eveready Torches 
@ 7l- each 1,400 


200 Leak-Proof Battery 


00 
Cells @ 3/- each 600 | 00 
2,000 | 00 


Goods A/c 


SALES BOOK 
Particulars 


Tune | 7 | Bali Bros., Kanpur 

100 Eveready Torches 
(9 9/- each 

50 Leak-Proof Battery 
Cells (9 3/50 each 


0 
67 | 5 
Less 10% Trade Discount ? 

9 | Pali Bros. 00 
5 00 

7 3,1 : 

7|5 

Goods A/c Cr. = 


Тапе |29 Pali Bros, 
Goods 


Retums Inwards A/c 


00 | 00 

Less 10% Trade Discount 200 | 00 1,8 

8 | Ali Bros. 3,500 00 
Goods 


<A 


19... 


June | 29 


р 


LEDGER 


Date 


RETURNS OUTWARDS BOOK 


Particulars 


20 


29 


Ali Bros. 
Goods 


Retums Outwards A/c 


JOURNAL 


Fumiture A/c 
To Raja Steel Works 


Bad Debts A/c 
To Pali Bros. 


Total 


(Being purchase of Almirah from 
Raja Steel Works on credit) : 


(Being amount not received from 
Pali Bros, on their insolvency ) 


eS TE daro ee SS сг‏ ی 


1,200 


Dr. 


Dr. 380 
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1,200 


380° 


1,580 


ТАТТГ$ CAPITAL ACCOUNT 


Particulars 


To Cash 
To Cash 


Р: Amount 
Rs. 


4,000 | 00 


P. 


BANK 


00 


Cr. 


Е: Amount 


Rs. Р. 


Dr. GOODS ACCOUNT 
Date Particulars 
19. Ji 
June | 17 | To Cash 750 
30 | To Amount 
| аз рег 
Purchases 
Book 5,300 |00 


Dr. 


June 


To Sales 


To Cash 
To Discount 


By Cash 
By Discount 


j| o 
By Cash 25 00 
By Discount 1,520 00 
By Cash б 
Ву Retums | 900 00 
Inwards 
By Bad 00 


Debts 


Cr. 


By Purchases 


By Purchases 
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Dr. POSTAGE ACCOUNT Cr, 


Date Particulars |F. Date Particulars | F. 


NT, Ея 0р; 


— 


Dr. SALARY ACCOUNT Cr. 


To Cash 


Dr. DISCOUNT ACCOUNT Cr. 


30 |By Amount as 
per Cash i 
Book 51 | 00 


June |30 | To Amount as 


per Cash 
Book 78 |40 


Dr. RETURNS INWARDS ACCOUNT Cr. 


To Amount as 
per Retums 
Inwards 
Book 


Dr. RETURNS OUTWARDS ACCOUNT Gr. 


22 |By Amount as 
per Retum$ 

Outwards 

Book 


20 |By Fumiture 
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Dr. BAD DEBTS ACCOUNT Ст. 


Particulars | F. Amount 
Date eee Rs ОР? 
А E 


Arrangement of Accounts in Ledger 


Accounts are usually arranged in Ledger in a systematic manner. Song 
businesses arrange them in alphabetical order. The method may be Ca 
veniently adopted where the number of accounts is not very large. Anona 
arrangement which is very often adopted is to show Personal Accounts К. 
ledger first. These are followed by Real Accounts. Nominal Accounts аре 
last of all. Whatever the method adopted, the object of arranging acco 2 
a deñinite order is to be able to find out any desired account quickly. Anın 
of all accounts in Ledger should also be maintained. 


NEED FOR SUBSIDIARY BOOKS — LEDGER AN INCOM- 
PLETE RECORD! 


: ins 
Ledger, as already noted, is the principal book of account which conta! 


7 ‚ 2 b . it an 
information relating to all business transactions both as regards debit 
credit aspects. 3 


Particulars 


June |29 | To Pali Bros. 


А t 
The use of Ledger alone, though the principal book of account, 15 ү 
enough. Although it is possible to record transactions directly in indiv! tall 
accounts in Ledger, such procedure usually is inadvisable. It fails to me? why 
the requirements of a complete accounting system. Various reasons 5 
Ledger is ап incomplete record and why Subsidiary Books must als 
maintained, are as follows - : 


: пс aê 

. 1. Chronological history not avauable. If business transaction’ ead 
entered directly in individual accounts in Ledger, the trader would not histo 

adequate picture of what occurs in his business everyday. Day-to-day 

of the business is not available when only Ledger is used. an 
r A business enterprise should keep a chronological record of js 

"ons in order to simplify references to its activities according to date ation 

n not shown at one place: Infi orm тей 


Ў t 
transaction affects more than one accoun ел! 


sac 


2. Complete transactio. 


one place. Consequently, if th 
, It would become difficult to trace any transaction, 


its Elementary Accounting by Bauer and Darby 
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3. Details inadequate — Ledger too bulky. Only meagre information 
concerning a transaction can be shown conveniently in the accounts in Ledger. 
If, however, complete information is given in Ledger, it would become too 
bulky to be handled efficiently. 

4. Division of labour hampered. Only one person at a time can 
efficiently make entries in Ledger. He must have the entire Ledger available 
In order torecord the transactions in each account affected. A large enterprise, 
With a multitude of transactions to record, must use a more efficient system 
Which permits many employees to work on the books at the same time. 

5. Errors difficult to locate. Making entries directly in Ledger increases 
the pr obability that errors will occur and makes errors more difficult to locate 
and correct. The following are a few examples : 

(а) Omitting one part of a transaction. 

(b) Entering part of a transaction on the wrong side of an account. 

(c) Entering the wrong amount in an account. 

(4) Entering an amount in the wrong account. 

These five reasons sufficiently explain the desirability of having Subsidi- 
ary Books where the transactions are shown — 

(а) in chronological order, 

(6) complete in one place, and 

(c) with adequate explanations as to their nature. 


DIVISIONS OF LEDGER 


Where the business is small and the number of transactions is not large, 

à single Ledger suffices to contain all accounts necessary for a complete 
System of Double Entry Book-keeping. " 
Where, however, the business is big and the number of transactions is 

EO. itis not practicable to haveall theaccounts in one Ledger. Insucha s \ 
"division of Ledger becomes necessary. This sub-division may be as, 

Ollows ; 
ac Sales Ledger or Sold Ledger. This Ledger contains the personal 
COunts of all the customers. i 
Purchases or Bought Ledger. This Ledger contains 


accounts of all the suppliers. Nominal, Capital 
ang © General Ledger. This Ledger contains jhe Reay m ed for 

a Drawings Accounts, and the personal accounts of debtors 21 ыш оп 
Cre, Bs in which the business does not deal, e.g., if um B (pei but 
in cit from Roy, his personal account would appear not in 5 
eneral Ledger. = 


Again, if the number of accounts is very 


the personal 


large, the Sold and Bought 
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i i le, the accounts of 
sub-divided alphabetically, as, for example, i A 
MEE EU ie toG may be opened in one Sold Ledger, H to N in another So! 
Ledger, and O to Z in the third Ledger and so on. 


TEST QUESTIONS 


‘ i i arise 
1. Whatis Joumal? What are its main objects ? What difficulties would 
in its absence ? 


2. 15 every transaction recorded in Journal ? If not, why ? r E. 
3. What do you understand by Journalising ? What are the various step 
' n den 7 
4. What is Jı nal? What are the advantages of sub-dividing the i. 
Briefly describe the'specialised Journals. What types of transactions are 1 HD 
the general Journal ? (All India SSCE, 


‘visions of 
5. What are the limitations of Journal ? Explain the uses of sub-divisio 
Jounal?  . 
OR 7 
i ivided i i house 
Why is Journal sub-divided in a large business ho (All India SSC E, D 
am! 

6. Explain the term “Books of Original Entry". What are other n: 
“Books of Original Entry" ? journals 

7. Why has the Joumal been subdivided ? Name the special PoP CE, 1980) 
and give the rulings of one such journal, (All India NT. 

8. Whatis Ledger? What are its uses in Double Entry Book-keeping 


: we hav? 
9. When Ledger contains double entry of all the transactions, why do 
Journal ? 


OR mz 

Name the various entries which have to be passed through а DA 1986) 

though we might have kept all the’subsidiary books. (Delhi Board SSCE, 

_ 10." What are the functions 
are found in Ledger ? 

п. 

ledger ? 


12. Describe the method of 
Column is provided on either 
Discount Account in Ledger ? 


use рео? 
13. What are the various columns in a Cash Book? Is jueces оо 
every entry “To” on the debit side and “By” on the credit side of Cash 


"T 
x. 14. What are the various steps in balancing of Cash Book ? Why 4° 
Book always show a debit balance ? 


15. (a) Whatisa 
а book s| 


I5 
; accou" 
of Ledger ? How many differént classes of 


"р sted 0 
What is а Cash Book ? What purpose does it serve ? How is it P? 


cout 

Disco 
posting a Cash Book to Ledger. MEN. open * 
side of the Cash Book, why is it necessary 


jd 

T 

:menof$ 

"Special Purpose Subsidiary Book’ ? Оїуеазре ко. 197 ^ 

howing at least five entries. (All Ind 8 the obia) 

(b) What do you understand by “Subsidiary Books” ? Describa p, jp 
of preparing such books, (All India 5° 
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16. What is a "Voucher System" ? Why is this system adopted ? 
(Delhi Bourd SSCE, 1985) 
17. What do ‘Discount Columns’ in a Cash Book represent ? To what class of 
accounts does Discount Account belong ? 
18. State why a trade prefers to receive prompt payment of a debt due to him, 
even if he has to forgo a small portion of his profits in order to obtain it. 
Р 19. The balance as shown by a Cash Book is more than the actual amount of cash 
in hand. What may be the cause of it ? 
20. What procedure is usually adopted in a business for the purchase of 
goods ? 
21. What is an ‘Invoice’ ? Prepare one from imaginary data. 
22. Whatis ‘Trade Discount’ ? How is it dealt with in books of account ? 
23. (a) Explain why Purchases and Sales Books are made use of in the practical 
book-keeping. 
(b) What is meant by posting ? How would you post : 
(i) Purchases Book 
(ii) Sales Book ? (All India SSCE, 1985) 
. 24. Explain the terms "Return Inwards" and "Return Outwards". Under what 
circumstances does а trader return to the seller goods purchased by him from the 
latter ? 
25. Explain the nature and use of Return Inwards and Outwards Books, How are 
these Books posted to Ledger ? 
26. What is a Credit Note ? Under what circumstances will you send one to a 
Customer and what entries will you make in your Books ? 
27. Why is Ledger an incomplete record without Subsidiary Books ? 
28. Write a shortnote on the broad classification of accounts in Ledger pointing 
Out the essential differences between them. Is such a classification rigid ? Classify the 


following Ledger accounts : 
Capital, Machinery, Plant, B. Bansal, Discount received, Bad Debts, Office 


Expenses, Goods, Bank, J. Jatti, Drawings, Profit and Loss, Postage. 
29. In which accounts and on which side of such accounts would you expect to 
find the following items ? 
(а) Rs. 500 paid for wages: 
(b) Rs.200 drawn by the propri 
(c) Rs. 10,000 paid for a plot of land. 
(d) Rs. 200 received as commission for 
property. 
(e) Rs. 490 paid to G. 
due to him two months hence: 
(f) Rs. 500 received from J. Joshi in part payment of money lent to him. 
30. Give short answers to the following : 
(a) What is a Journal ? Give any two Us 


etor for his private expenses. 
affecting sale of another person's 


Gandhi in full settlement of an account for Rs. 500 . 


es of the Journal. 
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(b) What is meant by classification of Accounts ? What is their 99 ? 

(c) What do you understand by Practical System of Book-keeping ? Give 
three advantages of this sytem. ~ 


(d) Give three differences between Trade Discount and Cash Discount. 


(e) Explain the difference between a Credit Note and Debit Note. 
(f) Cash Book is Journal as well as Ledger. (All India SSCE, 1983) 
31. Indicate the alternative which you consider to be correct in each of the 
following cases : 
(i) Sale of goods to Raj for cash should be debited to (a) Raj's account, (b) 
cash account, (c) sales account. $ 
(ii) Rs. 800 received from Mohan whose account was previously written 
off as bad debt should be credited to (а) Mohan’s account, (b) Bad debts 
account, (c) Bad debts recovered account. 
(iii) PaymentofRs.250 as wages to workmenemployed for setting up anew 
machine should be debited to (a) Wages account, (b) Repairs account, 
(c) Machinery account. (Delhi Board SSCE, 1978)- 


PRACTICAL EXERCISES —I 


- 1. Record the following transactions in the Journal of Krishan Bihari: - 


19... А 
Aug. 1 Brought cash as capital 20,000 
3 Opened a Bank A/c 15,008 
5 Purchased machinery for cash ] А004 
7 Purchased furniture on credit from Messrs. 
, Goodluck Traders 2000 
12 Withdrew from Bank 100 
16 Paid to Messrs. Goodluck Traders 200 
22 Purchased goods on credit from Raman 490 
25. Sold goods for cash 500 
27 Sold goods on credit to Ram 200 
28 Paid rent m 4 
Я 30° Bought stationery for cash r 
‚2. Write up the following transactions in the Journal of Brown Bros.» and pof 
it to Ledger. 
19 
Sept 1 Commenced business with cash E 
2 Deposited in Bank 60, 
5 Bought goods for cash 10, 
7 Sold to J goods 2 00 
9 Bought of P goods 10200 
12 Received cash of J 300 
Discount allowed : 300 
13 Paid P cash 190 
Discount allowed б 


19; 
Sept. 


30 


Rs. 

Received cash for goods sold 5,500 
Bought goods of D 4,700 
Withdrew for private expenses 2,000 
Received cash from J and deposited into Bank 1,000 
Paid sundry trade expenses "500 
Paid rent 900 
Paid cash to D 4,600 
Discount allowed 100 
W buys goods of us 9,500 

100 


Paid for carriage 


Sis] 3. Shri Som Dutt commenced business on 1st March, 19... as general merchant 
R a capital of Rs. 50,000 of which Rs. 30,000 were paid into his Bank Account and 
S. 20,000 retained as cash. 


His other transactions during the month were as follows : 


19... 
March 


m n 
UY шо t9 оо CA о 


4. Enterin a Cash Book with Discount C 


Rs. 

Bought office furniture and fittings for cash 10,000 
Purchased goods for cash 8,000 
Purchased goods from K. Babu 550 
Sold to Kamal Krishan goods 1,050 
Purchased stationery for cash 900 
Paid K. Babu cash 500 
Discount allowed 50 
Drew from bank cash for office 2,000 
S. Sen sold goods to us 1,500 
Received from Kamal Krishan cash 1,000 
. Allowed him discount 50 
Sold to Rash Bihari goods 2,000 
Cash sales up to this date 700 
Paid salary for the month 400 
Paid rent for the month 250 
Paid general trade expenses 100 
Paid cash into bank 1,000 

them to Ledger. 


Journalise the above transactions and post 
olumns, the following transactions of 


D pue balance it on the last day of the month and post it to Ledger. - й 
it s. 
Sept. 1 Commenced business with cash 50,000 
1 Deposited in Bank 30,000 
2 Cash sales for the day 5,000 
2 Paid for office expenses 1,200 

2 Bankey settles his debt of Rs. 5,000 

Less discount allowed Rs. 40 

10 Received from Sham Sunder 1,950 
Discount allowed to him 50 
12 Sundry cash purchases 1,500 


19... Rs. 
Sept. » 4 
15 Paid to S. Shankar 4,500 
Discount allowed Ч 50 
17 Withdrew for private expenses 2,500 
19 Discharged the debt to T. Talwar for Rs. 5,000. 
He allowed a discount of 1% 


23 Bansi, in settlement of his debt of Rs. 3,000 
pays the sum, less discount Rs. 50 


25 Bought goods for cash 7,500 
27 Sold goods for cash 6,000 
30 Monthly expenses paid 1,250 
30 Received rent for a part of the premises sub-let 750 
30 Paid rent for the month 1,500 


5. From the following particulars, compile the Cash Book of J. Jaggi and 
balance it as on 7th March, 19... Post the Cash Book to Ledger 


19... Re 
March 1 Commenced business with cash 42,000 
1 Received from K: Kalia 13,000 
2 Paid to Hari 20,000 
3 Lentto S. Soni 15,000 
4 P. Pran repaid the amount lent to him on 

Jan Ist: 2 С 
Principal 30,000 
Interest 600 
5 Paid for goods bought for cash 19,000 
6 Received for old materials sold 4500 
7 Paid for Electric Light to Jan. 31,19... 1,100 

6, Prepare a two column Cash Book from the following transactions of Shri 
R, K. Gupta: : 

19... 182 
Jan. --1 Cash-in-hand ( 4,000 
6 Cash purchases 2,000 
10 Wages paid 40 
11 Cash sales 6,000 
12 Cash received from Suresh 1,980 
Discount allowed 2n 
19 Cash paid to Munna 2,470 
Discount received 30 
27° Cash paid to Radhey 400 
28 Purchased goods for cash ; 2,070 


Find out the total discount allowed and received. 0) 
` (All India SSCE, 198 


7. The following transactions are to be entered into-proper subsidiary books 


the subsidi і 
E ene sidiary books are to be closed on January 31 and posting into ledger İS 0 
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Jan. 1 Purchased goods from Mahendra of the list price of Rs. 40,000, less 
10% Trade Discount. ~ 

5 Sold goods to Moti for Rs. 10,000 
6 Returned goods to Mahendra of the list price of Rs. 5,000. 
7 Bought of Shyam Singh goods for Rs. 30,000. 
8 Sold goods to Harish for Rs. 12,000. 

19 Sold goods to Moti for Rs. 6,000. 

27 Sold goods to Mahesh for Rs. 8,000. 


8. Enter the following transactions of Raja in proper Books and post them to ` 


Ledger : 
19... Rs. 
Jan. 1 Commenced business with cash 50,000 
Deposited in Bank 40,000 
2 Boughtoffice furniture for cash 2,700 
4 Bought goods for cash 5,300 
& Purchased from Basant & Co., goods 5,500 
7 Withdrew from Bank 10,000 
9 Made cash purchases 6,000 » 
14 Sold goods to Ram Saran 7,500 
15 Bought of Hari Shankar goods 5,750 
17 Returned to Basant & Co., goods 500 
20 Р. Pandit bought goods from us 6,000 
21 Paid to Basant & Co.. cash 4,900 
Discount allowed 100 
22 Returned to Hari Shankar goods 1,250 
23 Ram Saran paid cash on account 7250 
Discount allowed to him 250 
24 P. Pandit returned us goods 400 
25 Bought goods for cash 7 4,100 
26 Paid for carriage .. 250 
27 Withdrew'from Bank 10,000 
28 Hari Shankar received from us cash оп account - 2,500 
31 Paid office salaries , ою 
31 Paidrent 47000 


31 Bought а stereo set for private use 
9. JW. & Co, Bombay purchased from W. T. & Sons, Calcutta the 
following . 
4 pieces calico, 395 т. @ Rs. 19.50 


3 pieces long cloth, 5 m. @ Rs. 13.80 


2 pieces flannel, 127 m. @ Rs. 21.00 

5 pieces flannelette, 302 т. © Rs. 17.00 
Make out ће invoice dated 19th Jan., 19. . 
Ф, discount for cash. Calculate the net amount for cash. 


. 7 1. % trade discount, 


1 
and terms 1— 
2 
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10. From the following particulars write up the Sales Book and Returns Inwards 
Book of the Model Furnishers Ltd., Furniture manufacturers. 


19... 
July 


1 


28 


Sold on credit to Satyapal : 

6 dining chairs at Rs. 120 each 

6 bed room chairs @ Rs. 100 each 

1 chart of drawing at Rs. 1,880 

Less 10% discount 

Sold on credit to Yash Pal : 

1 dining room board for Rs. 1,000 

1 dining wagon for Rs. 2,000 

Léss 5 % trade discount. 

Satyapal returned : 

2 bed room chairs sold to him on July 1st, 19. . 
Sent credit note to him for the same. 
Returned by Yash Pal : 

1 dining wagon for Rs. 2,000 

Sold to Raj Pal : 

2 library chairs at Rs. 250 each 

1 Stand at Rs. 950 

Returned by Raj Pal : 

1 library chair. _ 


11. How many kinds of Returns Books are there ? Rule a form suitable for 4 


Purchases Return Book. Is there any other name for this book ? Enter the following 
transactions in suitable books : 


19... 
June 


1 


11 


Bought on credit from H. M. Ltd, ” 
6 "Barnes" cricket bats @ Rs. 137 each and 1 dozen “Best Match 
cricket balls @ Rs. 246 per dozen 

Less 10% trade discount on the 
Returned to H. M, Ltd, alf. 
1 "Bames" cricket bat the handle of which was faulty, and h 


А as 
dozen "Best Match" cricket balls the stitching of which W 
defective. 


total cost of the goods. 
a 


PRACTICAL EXERCISES — II 


1. Journalise the following : 


@ 
(ii) 
(iii) 
Gv) 


(У) 
(vi) 


Commenced business with cash Rs. 30,000. 
Paid rent in advance Rs. 500, 


Purchased goods for cash Rs. 15,000 and for credit Rs. 10,000. 


Bought Motor Cycle for personal use for Rs. 16,000 and the pay™ 
made out of business money. 


Received cash for a bad debt written off last year Rs. 100. tof 
X, a debtor of the firm, became insolvent. A first and блаірауте? 
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60 paise in a rupee was received from his Official Receiver towards 
his total dues of Rs. 200. (Delhi Board SSCE, 1981) 
2. Journalise the following : 
(i) Goods worth Rs. 400 were given free as charity out of business. 
(ii) Received cash for a bad debt written off last year Rs. 500. 
(iii) Charge interest on Drawings Rs. 500. (Delhi Board 55СЕ, 1982) 
(iv) Distributed goods costing Rs. 2,000 as free samples for the promotion 
of sales. : ‘ 
(у) Under a scheme of a Typewriter Co., an old typewriter was surren- 
deredin exchange of anew one. The typewriter Co., charged Rs. 3,700 
for the typewriter as against the price of Rs. 4,209. 

(vi) In аѕоар manufacturing Co., ten employees took 2 kilos of soap each 
during the month of August. The cost price of the soap at Rs. 10 per kilo 
is adjusted against their wages. 

3. Journalise the following : 
(i) Ram, who owed me Rs. 500, has failed to pay the amount. He pays me 
a composition of 25 paise in a rupee. 
(ii) Received cash from Shyam for a bad debt written off last year Rs. 100. 
(Delhi Board SSCE, 1980) 
(iii) Paid rent in advance Rs. 500. 
(iv) Received cash from Ram for a bad debt written off last year Rs. 200. 


(v) Purchased goods from Mohan on credit Rs. 700. 
(Delhi Board SSCE, 1984) 


(vi) Goods worth Rs. 500 given as charity. 
(vii) Received Rs. 975 from Harikrishan in full settlement of his account for 
Rs. 1,000. ч 
(viii) Received a first and final dividend of 60 paise in a rupee from the 
Official Receiver of Mr. Rajan who owed us Rs. 1,000. 
(Delhi Board SSCE, 1985) 
n 4. Attheendofan accounting year, a trader finds that no entry has been passed 
in the books of account in respect of the following transactions : 
(i) Outstanding salary at the end of the year Rs. 200. 
(ii) Goods given as charity during the year Rs. 300. 
(iii) Stock-in-hand at the end of the year Rs. 20,000. 
Journalise these transactions. (All India SSCE, 1984) 
5. Write up Purchases and Sales Books from the following transactions and 
Post them to Ledger : 
19... 


April 1 Purchased goods from Ram Prasad, Bombay. 


100 metres Silk @ Rs. 45.00 per metre. 
75 metres Velvet @ Rs. 80.00 per metre. 
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19... 10 Sold goods to Sita Ram, Ahmedabad. 
April 60 metres Velvet @ Rs. 50.00 per metre. 
50 metres Velvet @ Rs. 82.50 per metre. 
12 Sold goods to Radhey Shyam, Delhi. 
30 metres Silk @ Rs. 52.50 per metre. 
20 metres Velvet @ Rs. 85,00 per metre. 
18 Roop Narain & Sons purchased from us. 
10 metres Silk @ Rs. 60.00 per metre. 
5 metres Velvet @ Rs. 87.50 per metre. - 
20 Purchased goods from Hari Ram & Sons, Delhi. 
50 pieces Prints @ Rs. 130.00 per piece. 
80 pieces Calico @ Rs. 65.00 per piece. - 
22 Purchased from Man Mohan Lal, Varanasi. 


Shirting Cloth ы Rs. 10,000. 

‘Sars Rs. 60,000. 
23 Sold to Brij Mohan & Bros., Mathura. 

Shirting Cloth Rs. 7,000 

Saries Rs. 25,000 


28 Shri Ram & Bros., Hapur, sold to us. 
Silk Cloth 10 pieces ( Rs. 1,020.00 per piece 
Saries 100 pairs @ Rs. 250.00 per pair ` 
(Adapted from AIHS, 1968) 
Ў 85 
6. Enter ће following transactions in a Purchases Book or in a Sales Book, 
the case may Бе: 4 . 
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Sep. 1 Bought from Rathi Coal Co, 
100 tonnes of steam coal @ Rs. 577.50 per tonne. 
5 Bought from Bishambar Dayal. 


200 tonnes of soft coke @ Rs. 465.00 per tonne. 
Less 5% Trade Discount. 

10 Bought from Central Coal Co; 

200 tonnes of hard coke (9 Rs. 522.50 per tonne. 
Less 5% Trade Discount. 

‘9 Sold to Tea House. 

10 tonnes of soft coke @ Rs. 500.00 per tonne. 
Less 2.5% Trade Discount. 

30 Sold to Widsons Industries, nne 
400 tonnes of coal at an average price of Rs. 532.50 per © 
Less 5% Trade Discount, э ook of 

7. From the following transactions, prepare Purchases Book and sale? 

Ram Lal, a cloth merchant, and post them to Ledger. 

qos. 
June 1 Bought of Hari and Co., Calcutta. 
50 metres of Coating No. 116 at Rs. 40 per metre. colo 
2 pieces of 50 metres each shirting superfine Poplin £97 
Rs. 30 per metre. 


g 


June 


19... 
June 


10 


28 
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10 pieces of 25 metres each, medium quality 
Poplin No. 510 at Rs. 20 per metre. 

Less 10 96 

Packing and forwarding expenses Rs..550. 


` Purchased from Ram Mohan and Sons, Kanpur. 


20 pieces of Coating No. 119 at Rs. 400 per piece. 
10 pieces of Voil fine quality No. 39 at Rs. 600 


per piece. 
Trade Discount 125 %.. 


Sold to Shankar and Co., Delhi. s 
10 metres of Coating No. 116 at Rs. 40 per metre. 
2 pieces of Voil fine quality No. 39 at Rs. 600 
per piece. 
2 pieces of 25 metres each Poplin No. 510 at Rs. 20 per metre. 
Gopal Bros. Meerut bought of the firm. 
25 metres of Coating No. 116 at Rs. 40 per metre. 
5 pieces of Voil fine quality No. 39 at Rs. 600 per piece. 
2 pieces of 25 metres each medium quality Poplin No. 510 at Rs. 20 


per metre. 

Less 2% 

Packing and forwarding charges Rs. 200. 

Mohan and Co., Delhi sold the firm. 

20 pieces of 25 metres each fine quality Poplin shirting No. 501 at 
Rs. 25 per metre. 

50 metres Artificial Silk No. 1031 at Rs. 40 per metre. 

Less 10%. 

Sold to Cheap Cloth House, Delhi. 

16 pieces of 25 metres each Poplin No. 501 at Rs. 25 per metre. 

40 metres Artificial Silk No. 1031 at Rs. 40 per metre. 


Less 556. , 


8. Enter the following transactions in Returns Books of a cloth merchant. 


5 


25 


Returned to Н & Co., the following for not being up to sample: 

2 pieces of 25 metres each medium quality, Poplin No. 510 at 
Rs. 20 рег тепе. . 

1 piece of 50 metres Shirting superfine grey colour at Rs. 30 per 
metre. 

Less 10%. 

Gopal Bros., returned to us the following : 

1 piece of Voil fine quality No. 39 ats. $00 pêr pieoe. 

2 pieces of 25 metres each mediurgrquality Poplin 
No. 510 at Rs. 20 metre. 


Less 2%. 
The goods were marked "second grade". 
Returned to Mohan & Co., the following for being damaged in 


transit: 
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x 50 metres of Artificial Silk No. 1031 at Rs. 40 per metre. 
Less 15% | Р 3 
26 Cheap Cloth House returned to us the following for being moth 
eaten. 


8 pieces of 25 metres each Poplin No. 510 at Rs. 25 per metre. 
10 metres Artificial Silk No. 1031 at Rs. 40 per metre. 
Less 5%. 


4 avs ital of 
9. On December 1, Subhash Chander commenced business with a capital 
Rs. 5,000 in cash. On this date he paid the following sums : 


D B ance 
Shop fittings Rs. 500 ; purchase of goods Rs. 2,000 ; one quarter's rent in adv 
Rs. 200. 


dger. 
Record these and the following transactions in proper books and post them to Leds 


Rs. 
Dec. 2 Sold goods to Shyam Charan e 
4 Purchased goods from Kali Charan 75 
7 . Goods returned by Shyam Charan 1,600 
ll Purchased goods from Sant Singh "200 
16 Sold goods to Tej Ram for cash 100 
18 Returned goods to Sant Singh 620 
20 Sold goods to Jiwan Lal 100 
25 Received from Shyam Charan cash on account 120 
| 27 Goods returned by Jiwan Lal 


28 Paid Kali Charan amount less 5% discount 
10. On lst June, 19.. 


" g UP 
capital of Rs. 50,000. They purchased for cash a building for Rs. 30,000 for setting "7 
a godown and a show room i 


Enter them in proper Subsidiary Books and post them to Ledger. Rs. 
19... 101 
June 1 Spenton Mahurat 2,800 

1 Purchased goods for cash 4,500 
2 Bought goods from Shiv Shankar 2400 
3 Sold goods to Chander Bhan 1,500 
4 Sold goods to Suraj Bhan 2,500 
5 Tek Chand sold to us goods 5 
Withdrew from Bank 4400 
6 Paid to Shiv Shankar cash 300 
Discount allowed 200 


7 Suraj Bhan Tetumed goods 
8 Chander Bhan settled h 


is account in full 2,05 f 
and final settlement 2, 
9 Made cash purchases 5,000 
10 Borrowed from Amir Chand 
11 Sold goods to Chander Bhan on the 220 


terms 1% within a week 


19... 
June 


30. 


Paid for printing of stationery Sh 
Deposited in Bank j 5,000 
Cash sales to this date 3,200 
Ram Chander bought of us 2,200 
Received from Chander Bhan in 

settlement of his account 
Ram Chander retumed goods 300 
Suraj Bhan paid cash on account 700 
Bought of Charlie David goods for cash 2,300 
Paid Tek Chand cash on account 2,000 . 
Bought a filling cabinet for cash 500 
Bought of Ravi Shankar goods 4900 - 
Suraj Bhan bought of us goods 2,700 
Returned goods to Ravi Shankar 1,000 
Bought of Shiv Shankar goods 1,500 
Withdrew from Bank 2,000 
Paid Ravi Shankar cash 3,850 
Discount allowed S0 
Returned goods to Shiv Shankar 400 
Cash sales 4,050 
Paid salaries to : 

Godown-keeper 1,000 

Cashier 1,500 

Accountant 2,000 4,500 

Received rent 150 


11. On January 1, 19... Moti's assets were : 


nd hy 


Cash Rs. 2,000 ; Due from Jeevan Rs.1,000 ; Stock Rs.3,000 ; Furniture Rs. 500 
€ had to pay Kishore Rs. 2,000. 


The following transactions took place : 


197 
Jan 


lo отера 


2 


Moti’s subsidiary books for ће month of January, 


Purchased furniture from Hanuman for Rs. 200. 


Received payment from Jeevan, discount allowed being 2%. 

Sold to Mahendra 10 watches. Sent invoice at Rs. 30 per watch ; 
allowed 10% trade discount. 

Sent to Mahendra a credit note because he returned two watches. 

Settled Kishore’s account to the extent of Rs. 1,000 only, he 
allowed 2.5 % discount. н 

Purchased from Kishore goods of the list price of Rs. 1,500. He 
allowed 20% trade discount. 

Paid the amount due to Hanuman. 


Pai i . 200 and Rent Rs. 100. 
ac Se 19....and post them 
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| 
ANSWERS 
PRACTICAL EXERCISES - I 
4. Balance Rs. 16,710 ; Discount—Dr. Rs. 140, Cr. Rs. 100. 
5. Balance Rs. 35,000. | 
6. Cash Balance Rs. 5,000 ; Discount—Dr. Rs. 20, Cr. Rs, 30. 


7. Purchases Book Rs. 66,000 ; Sales Book Rs. 36,000 ; Returns Outwards 
Book Rs. 4,500. 


8. Cash Balance Rs. 4,000 ; Discoünt— Dr. Rs. 250, Cr. Rs. 100 ; Purchases 


Book Rs. 11,250 ; Sales Book Rs. 13,500 ; Returns Inwards Book Rs. 400 ; Retums 
Outwards Book Rs. 1,750. 


9. Gross amountofinvoice Rs:16,545.40 netamount of invoice Rs. 15,304.50; 
net amount of invoice for-cash Rs. 15,074.93. 
10. Sales Book Rs.7,180 ; Retums Inwards Book Rs. 2,330. 
11. Purchases Book Rs. 961.20 ; Returns Outwards Book Rs. 234.00. 


PRACTICAL EXERCISES - II 


Purchases Book Rs. 1,27,400 ; Sales Book Rs. 43,437.50. 

Purchases Book Rs. 2,45,375; Sales Book Rs. 2,07,225. 

Purchases Book Rs. 34,850; Sales Book Rs. 18,720. 

Кеште Inwards Book Rs. 6,698 ; Returns Outwards Book Rs. 3,950 —— 
9. Cash Balance Rs, 2,410, Cr. Discount Rs. 10 ; Purchases Book Rs. 1,8007 


K 
LE Rs. 2,095 ; Returns Inwards Book Rs. 195 ; Returns Outwards Бой 
~ Rs. 100, 


Y 
10. Cash Balance Rs, 1,014, Discount—Dr. Rs. 85, Cr. Rs. 150; Purchases Po 
Rs. 13,400; Sales Book hor uë 


Rs. 12,000: В. 500; Returns Ош“ 
Bock Re 1400. etums Inwards Book Rs. 50 


DENEN 


ok 
11. Cash Balance Rs. 1,505, Discount. Dr. Rs. 20, Cr. Rs.25; Purchases B? 
Rs. 1,200 ; Sales Book Rs. 


+270; Returns Inwards Book Rs. 54 ; Journal RS: 200. 


gf 
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Accounting for Cash : 
Banking Transactions 


ae far we have treated all payments and Teceipts as being cash transac- 
in * However, you have learnt of two types of banking transactions. These 

(a) Deposit of cash into Bank, and 
i (b) Withdrawal of cash from Bank. 

the When an account is opened with a Bank or cash is deposited into Bank, 
йт €ntry is made on the credit side of Cash Book. When cash is withdrawn 
cate Bank, the entry is made on the debit side of Cash Book. These entries find 
M Way in Bank A/c in Ledger. The Bank A/c shows deposits on the debit 
M and withdrawals on the credit side. It usually shows a debit balance which 
а €xcess of deposits over withdrawals. You have learnt all this in 
ec Chapters without bothering to know what a Bank is, what services 
Д S it render to the client, how cash is deposited into, and withdrawn from, 
ank. All this would be discussed in this Chapter. 
. Ш Wise businessmen keep only a small amount of cash іп hand. It is 
^ Roble to do so. It is also safer. Now the question is: Where should this 
us cash be kept ? 

The most advisable course is to keep cash in a Bank, i.e., deposit it into 
fee. Depositing cash into a Bank for the first time is called opening an 
Eea With the Bank. Itis only whenanaccounthas been opened witha Bank 

Cash can be deposited into the Bank. 

TYPES OF ACCOUNTS 


type; counts that may be opened with a Bank are of the following different 


n 


y is deposited with a Bank 


S ls FY : 
f txed D 1 case mone 
Or eposit Account. In this f the fixed period or 


ora | 
Sij, ed Period. It can be withdrawn on the expiry 0 
е У giving a prior notice to the Bank. 


Fixe с Bank in return for money deposited i 
dueg, €POsit Receipt (FDR) . The receipt shou 
the В ©, i.e., when the amount becomes due, the money can 
x by presenting the Fixed Deposit Receipt. ар 

ixed ; i use for day-to-day 

| Sactiong, oe sit Ассо. E р the trader only when there is 


(119) 


ssues a receipt which is called 
Id be kept in safe custody. On 
be obtained from 
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a surplus cash in the business. A variation of Fixed Deposit Account isa 
Recurring Deposit Account in which a fixed amount is deposited every 
month fora certain period. 


2. Savings Fund Account. In this type of account, withdrawals are 
allowed by cheques. A cheque is an order in writing on a Bank to pay a certain 
sum of money to the bearer of the cheque, or to the order of a certain person. 
Whena Savings Fund Accountis opened, the Bank issues a Pass Book (which 
is a copy of the trader’s account in Bank's Ledger) and a Cheque Book which 
contains a certain number of blank cheques. When money is to be withdrawn 
from the Bank, a cheque is filled up and signed. It is then presented at the 
counter of the Bank. The Bank, after having satisfied that the signature of the 
Customer tallies with the specimen signature, pays the amount. 


There are, however, two types of restrictions on the working of ue 
accounts. These are— (i) Restriction on the number of withdrawals, and @ 


Restriction on the amount of withdrawals during a certain period, usually 4 
week. 


j This account is also of not much use to the trader. He may have 
withdraw money from the Bank a larger number of times than is permiss! 
under the rules of the Bank regulating the Savings Fund Account. 


3. Current Account. In case of a Current Account, any amount, subject 

ever to the maximum deposited, can be withdrawn from the Bank. Ther 

„15 no restriction on the number of withdrawals, The Bank in this case 2150 
Issues a Pass Book and a Cheque Book. No interest is allowed in case 0 
Current Accounts—rather incidental charges are charged from the custom? 
by the Bank depending on the Operation of the account. 


; И ; e 
ч This type of account suits a trader the most in day-to-day working of th 
usiness. 


how 


Advaníages.of keeping a Bank Account 
The advantages of a Bank account are as follows : 


1. The risk of keeping large sums of money in the office is avoided. i 
2. Debts can be paid through cheques, and thus the trouble of counti" 
large sums of money is avoided. 
205; 
3. Cheques can serve as an evidence of payment, should disputes 9/5 


n et 
4. The bank performs certain agency functions for the clients. It colle It 

ques, bills of exchange, dividend on shares, interest on debentures» © 
makes payment on account of life insurance premium, rent, bills, ёс: 


0 
5. Itgives loans or allows Overdraft o age цу. S 
i security 
discounts good bills of exchange, n providing proper 
6. The surplus money deposited into bank eams interest. safe 
7. Valuables, а 


eeds, securities etc, 3 ith bank fof 
custody. » May be deposited with 


8. The Bank ascertains for the clients the financiel postion ot 

customers through other banks, 
WITHDRAWALS FROM BANKe--CHEQUES 
Withdrawal of cash from Bank is allowed only through hey 
Cheque Book is issued to the trader for this purpose. When it iù ans 
new Cheque Book is issued. 

Parties to a cheque. There are three parties to a cheque : 

(1) Drawer. The person who draws the cheque is called the drawer, 11o i 
the depositor in whose name the account stands in the books of the Bank, 

(2) Drawee. The bank on which the cheque is drawn is called he dr: 

A cheque is always drawn on a Bank. 

(3) Payee, The person to whom the amount of the cheque ig to be p 
called the payee. Ifachequeis drawn payable to self, the drawer himsei? voul 
be the payee of the cheque. 

Types of Cheques. Cheques may be of the following two types : 

(1) Bearer Cheques. A bearer cheque is one which is payable io any 
person who presents the cheque to the Bank for payment. 

(2) Order cheques. Anorder cheque is one whichis payable to a specified 
Person (named in the cheque) or to the order of the specified person. 

Ina bearer cheque, the words are : E) ae 

Pay. or bearer the sum of Rs: —— 


Tn an order cheque, the words are : : | 


Рау or order the sum of Rs... e, 


A bearer cheque may be made an order cheque by striki 
‘bearer’, Butan order cheque cannot be made payable to the bearer by stili 
off the word ‘order’. If, however, the payee of an order cheque signs on 
back, ıt becomes payable to the bearer. 

Date of Cheque. The date of a cheque should be the date on which itis 
drawn. This may, also, be a past date ora future date. If a cheque bears à pest 
date, it is called an ante-dated cheque. Ante-dated cheques remain v or 
Six months from the date of the cheques. After that they become stale chegues 

апі payment on them cannot be claimed. If a cheque bears a future de. =, it is 
called a post-dated cheque. A post-dated cheque would not be paid by те 
Bank before the date it bears. | 
NEGOTIATION 


. Whena cheque is transferred to another person in return for something 
(i.e., when the payee of acheque does something so as to enable the transferee 
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to receive the amount on the cheque), it is said to be have been negotiated. 
A cheque can be negotiated in two Ways: 
(1) By delivery, 
`(2) By delivery and endorsement. 

A cheque payable to bearer can be negotiated by mere delivery of the 
cheque to the other person. A cheque payable to order can be negotiated by (а) 
endorsement, and (b) delivery thereof, 

Endorsement. To endorse achequeis to sign one’s name, for the purpose 
of negotiation, on the back of the cheque, or on a slip of Paper attached thereto. 
The person who endorses the cheque is called endorser. The person to whom 
the cheque is endorsed is called endorsee, 

A cheque payable to bearer does notneed any endorsement as itis payable 
to any one presenting it to the Bank. A cheque payable to order must always 
be endorsed by the holder before it can be presented to the Bank for payment. 

Endorsement may be of three types : 

(1) General Endorsement. Iftheendorsersigns his name only on the back 
of the cheque, the endorsement is termed general endorsement or blank 
endorsement. If a cheque is endorsed in blank, it becomes payable to bearer 
even though originally it wag payable to order. 

(2) Special Endorsement. If the endorser signs his name on the back of the 
cheque and makes it payable to or to the order of a specified person, the 
endorsement is termed special endorsement or endorsement in full. 

` General endorsement mày be converted into special endorsement by 


writing above the endorser's signature a direction to рау to or to the order d 
a specified person the amount of the cheque. 


(3) Restrictive Endorsement. When further transferability of a cheque is 
restricted by adding the word “ i 


termed a restrictive endorsement, 


CROSSING A CHEQUE 

The cheques May be (1) open cheqy 

So far we have 
cheques, payment is made by the Bank over 


» Should a cheque get into the ha” 
ng was introduced. the 
ank will not make payment ove! 
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Counter. It will only credit the account of the customer. When acrossed cheque 
is received, it is deposited, just like cash, into the Bank for collection. When 
it is collected, the Bank credits the account of the customer. 

The object of crossing is to secure payment to the right person. If the 
amount of a crossed cheque is credited into the account of a wrong person, he 
Can be traced easily. 

Types of Crossing 

There are three types of crossing : 

1. General Crossing. A cheque is crossed "generally" when two parallel 
transverse lines are drawn across the face of the cheque, either with or without 
the words “& Co.”, “Not Negotiable", etc. 


Examples of General Crossing 


The effect of general crossing is that the amount of the cheque can be 
Collected only by a Bank for giving credit to the customer. 

2. Special Crossing. A cheque is crossed “specially” when the name of 
a Bank is written across the cheque, with or without parallel lines, and with or 
Without the words “Not Negotiable". 

Examples of Special Crossing 


The transverse lines are essential in case of general crossing. This is nu. 


80 in case of special crossing. 


The effect of special crossing is that the amount of a cheque crossed 
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specially can be collected only by the Bank in whose name the cheque is 
crossed, for giving credit to the customer, 

3. Restrictive Crossing, If the words “A/e Рауёс” or “Account Payê 
only” arc added to the general or special crossing, the crossing becomes è 
restrictive crossing, 

Examples of Restrictive Crossing 


y / 


T A 
2 у 
Wy cus 


The effect of restrictive crossing is.that the cheque cannot be further 
negotiated. The account of payee only can be credited by the collecting bank 
in Case the cheque is crossed “Account payee onlv” Tf it is crossed specially 


also (Accountpayee, Bank of India) the payee must have an account with Bank 
of India 


» therefore, be taken only from reliable persons. ne 
If the words “N/N” do not appear on the cheque, the effect is that 0 
transferee becomes the rightful o: ER п 


: : wner, if he gets it for value and in good fai 
and if there is no Previous forgery, 


r 

The cheques which are received by ə business are deposited into bank fO 

collection. A pay-in-slipis tc be filled up for deposit of cheques into the b: yy 
Before cheques are Sentto the Bank for collection, they must be prope" ^ 


‹ . piy be 
endorsed (signed on the back) and crossed. All cheques should invariab 1y 
Crossed to avoid miscarriage, r 


ig» 

Some Banks require that separate pay-in-slips should be used for — 

(1) Cheques drawn on ihe branch of the Bank in which the customer has 

ihe account. : 

(2) Cheques drawn on clearing Banks, 

(3) Cheques drawn on non-clearing Banks, 

This is done for the convenience of the Bank forcollecting cheques drawn 
Әп outside banks, 

DISHONOUR OF CHEQUES ; 

When a Bank refuses to make payment 6n a chegue, the cheque is said to 
have been dishonoured: There may be various reasons for il : 

(1) Notiée af customer's death. When the Bank comes ig know af à 
ыз death, it must refuse t6 honour ehegues drawn ov him before his 

eai Я 

(2) insolvency of customer. When the Bank cames i9 kagw thal а 
customer has been declared insolvent: it must refuse to pay his cheques. 

(3) Anarderafthe Court prohibiting payment. Тіна іг called a Garnishee 
Order. After receiving Such an order from the Court, the Rank «iust not hongur 
a eusteimer's chegues: ` 
. (à) insufficiency of funds. When the funds {6 the eredit fa customer are 
insufficient, the Bank may refuse 18 henour the custamer’s cheanes. It may, 
however, pay the amount, But it would do 59 at iis Own risk. 

(5) feregularities af endorsement, signature, wards and figures. U there 
are any such irregularities in a chegue: the chegue should nel be henpured by 
thê Bank: in ease of difference between the amount given in werds and figures, 
the bank may pay the lesser amount if need bê: 

__Aslip is attached by the Bank te dishonoured eheaues stating Hie reasons. 
The slips are marked as follows : 

(a) NIS or HF means “Not sufficient funds” or "Insuffieient funds". 

(b) N/F= means “No Funds” арыг be 

(е) RIB= means "Refer ta Drawer". This is a polite way ef saying "No 

Funds". 


(d) Net in order—means there is saime Error ar amissien in the ehegue, 
such as difference in figures and words in amount. 7 
(e) Endorsement Irregular—means there is same igegularily or emis- · 
лева Малю А 

ê 8F effects noi cleared--means cheques ete., 
4 ited ШӘ ie Вані уе not yet been credited. 
(g) “Not arranged for”— means funds have pot been deposited. 


at in "Cash Column” on the debit side of the « ash Book, are deposited inte 
por, they ыга entered of Both the sides of the Cash Book—on the debit дә 
Column" (because Bank is the receiver) and on the debit side in 
omi" (as the chéque goes out). This is also a салта entry: 
thdrawal of Cash. When cash is withdrawn from Bank for business 
мев, Hoth the sides of Cash Book are affected —Cash comes into the business 
"вове eat Of Bank or balance at Bank is reduced. It is alsa а "conira entry 
1 Heston entered on both the sides af the Cash Book, ie., on the debit 
^ Column as “To Bani’ and on the eredit side in Bank Column 8$ 
P'ehalour of а customers cheque. When а chegue received from а 
ña deposited inte Bank for eolleetion is dishonoured, fer 
ior attin and the Balance at Bank is reduced by the ш 
od clieauie. The entry, therefore, is made Өй thé credit side a 
i Bank Column: Ia “Particulars Column", the name of 


MM Glee ee : fis 
“ovation of a cheque. Whena cheque received from а customer 
“2 10:3 éieditor in payment 6f a debi, the balance at Bank renee 
ек is hat Gepesited inia Bank. The chegue is received in office ай 8 

ashi Colin on the debit side. When it is endorsed, it Boe 
ahd 3 EIER GR the eredit side ів Cash Colum. 
9-865 GRA interest. The trader would eame tg knew of them 

^ duly campleted is recaived from the Bani. 
LABES reduce the balance at Bank The entry for mem 1 
еее, made an thé credit side if Bank Column, 

„ЕЕЕ allowed by Bank increases the balance at Hank. The enuy iF 
чек, Rerefete, made өң the debit side in Bank Column, 1 

By havinê a Bank Column Cash Book, we can ascertain at any line the 
balane af Cash ji Hand аңа at Bank, 


, Cash Over and Shart = 


"t GF ffies 
а Bap 


Вап» 


дағ 


doe: 


ТИШ вава may be more, and sametimies 1688: 


96k Buk quite efin, the differeneg ig fenuine. This raay be ӨТӨБҮ, 
Pay fient GF uhdér-paymsent or Gvei-RelpLarütider-receipr. [Fi Rappel 
SHOWA ifi the Cash Besk as follows i : 
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Ifeash in hand is more than the balance shown by the Cash Book, we make 

on en the debit side of the Cash Book өп the balancing date as Тө Cash 
Ver: 

If cash in hand is less than the balance as shown by the Cash Book, we 
make entry on the sredit side of the Cash Book on the balancing date ав: Ву ` 
Cash Short. 

^ However, it is better to have one combined account for both excess and 
shortage, known as Cash Over and Short A/e: Any balance өп this account 
appears in Profit and Loss Afe, debit balance representing а loss and credit 
balance representing à ваја. 
Balancing the Bank Column Cash Book 

i. Total up the Cash and Bank Columns on beth the sides. 

3. Find out separajely the difference between the totals of “Cash Gal- 
umng” and “Bank Сотпа” on the twe sides of the Cash Book: - 

3. Place the differences on the smaller sides and make the totals of “Cash 
Columns" and “Bank Columns” equal with each other on the two sides of the 
Gash Book: 

Fhe Cash Columns would always shew a debit balance because eash 
payments бай never exceed eash receipts: X 

Fhe Bank Columns may, however, show a eredit balance. This would 
happen when withdrawals from the Baik are mere than the depasits inte the 
Bank. This is permitted by the Bank only when there is a prior arrangement of 
everdraft with it: 

4. Bring down the balances: 

5. Fetal up the Disegunt Columns on the wê Sides: 

if Cash Book is written up к datê, die balanee as shown by "Bank 
Columns" ef Cash Bask should agree with the Balanee as shown by the Bank 
Pass Book written upite dale: 

Tügstratión 1: From the following particulars, write up Three Columns Cash 
Beok ef Rajiv Кавввғ: 


18:: Re: 
Agi] 1 Gash in hand 1,531 
Gash at Bank ; 2,587 
з Purchased goods for eash 1,000. 
3 Paid Sti e ik by chegue 100 
4 Paid ie Meoker by chegue 868 
Diseeunt allowed : 30 
$ Received cheque from Banerjee 106 
6. Seid goods for cash . $00 

7 Deposited ints Bank: . 
Sheque 108 
Cash 1,000 


ren 9 Sold goods for cash and deposited the same into Bank 500 

11 The Bank has a standing instruction to pay rent 
to the Landlord every month on this day 200 

12 Moon deposited in our account and sent us the 
counterfoil of Pay-in-slip this day 650 

14 Received cheque trom Sun and deposited the 

same into Bank s 490 
Discount allowed 10 
15 Drew cash from Bank for office use 500 
16 Received cheque from Cox 200 
Allowed him discount 5 


18 Endorsed.the above cheque in favour of Ajay 
19 Received intimation from Bank that the cheque 
of Sun is dishonoured. E 
20 Purchased goods from Pujari for Rs. 825 and gave 
: him a cheque in payment 
21 Received an outstation cheque from Kataria and 


deposited the same into Bank 500 
22 Received from Rohit a postal order and у 
deposited the same into Bank 10 


25 Received intimation from the Bank that Kataria’s 
cheque һай Ъееп collected, the collection charge being 2 


26 Paid Cox Rs. 342 net after deducting a cash discount 
of 5% 


27 Received a money order from Kataria and 


deposited the Same into Bank 308100. 
28 Sold goods for cash 1,200 
28 Deposited into Bank 1,000 
29 Paid electric charges by cheque 50 
30 Withdrew from Bank for his personal expenses 500 
30. Bank charges 10 
30 Interest allowed by the Bank 12 


Solution: See next Page. 


Posting the Bank Column Cash Book 
1. The entries on the debit side of the 

side of the respective accounts in Ledger, 
If the amount of the entry appears іп “Са; 

credit side of the respective account “By Cash”, 


If the amount of the entry appears in “Bank Column”, we write on the 
credit side of the Tespective account “By Bank”, 


2. The entries on the credit side of the Cash Book are posted to the debit 
side of the respective accounts in Ledger. 


Ifthe amountof the entry appears in “Cash Column", we write on the debit 
"de of the respective account “To Cash", $ 


If the amount of the entry appears in 


Cash Book are posted to the credit 


Column”, we write on the 


“Bank Column”, we write on the 
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debit side of the respective account “Te Bank". 

3. Each item of discount is posted to the Personal Account in Ledger 
along with the accompanying cash receipt or payment as, “Ву Discount” өғ 
“Тө Discount". a 

- The total of “Discount Column" on the debit side is posted ta the debit 
side of Discount A/e in Ledger (being a 1888). 


The total of “Discount Column" on ihe eredit side is posted to the credit 
side of Discount A/e in Ledger (being à gain). i 
The posting of totals of "Discount Columns” io Diseount A/e in Ledger 
&empleies double entry GE Discount Allowed and Reeeived. | 
‚4 The tolals of the “Cash” and “Banie” Columns 6n the debit and credit 
Sides of the Cash Book are posted to the debit and credit sides of “Cash апа 
"Bank" Acegünts respectively in Ledger. This éompletes double entry if 
` Ledger GF eash and bank transactions, " 
Notes ғ (1) The citra entries are nol posted t6 Ledger because theif 
deüble entry ig complete in Cash Baok itself, 
` Contra entries affect Cash and Bank Afes simultanesusiy: Cash and Bank 
aa а ій Е ae n e ce апа therefore, Kee 
Guild appear iii the Cas Gok Riy: İf; however, they are posted | 
= Ale and Bank A/e in Ledger. these accounts would represent only partial 


(2) The Folie Celumns in the Cash Book apd the Ledaex hould be duly 
filled up far eross references. Сви 


PETTY CASH BOOK 

,,, I MOSt Of the business firms depasit daily ali the cash they receive with the 
Bank and make paymenis through cheques. However, there are same transac- 
tens whieh involve petty AGUAS for whieh itis nai practicable ig IS5 
: &, û bearing eller is received. The postman requires 
Rs.1.50 in cash. Coélie charges artolnting (6 Rs. 4.50 are ig be paid in Cast 
A Clerk is sent t get the delivery afa parcat. Ho spends Rs: 20 un eartage: ій 
Шеге eases, it iS 6l poste o daw cheques for their payment: Morever- 

even if all ihe eash received by the business is not deposited with the Bí 
id dày, itis Het advisable ig Gverload the Cash Beek with small REM 

ñi arder; therefore, io record petty eash jak, eall 
Peli Gash Beak; i ЖАНЕ. An cr e Nes û paral ов 


mak jad; say, a week 
aforini itara menih: At îh end of the period, he js ada mick les nds 
during p^ BêFi6d se that at the beginning of the m pen Eee iis ihe 
Same aU as hë had at ihe beginning 6f the p EE PR The amguni whiel 
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is paid to the Petty Cashier at the beginning is called "Jmprest Amount” ога 
“Float and this system of Petty Cash Book is called the Imprest System. The 
word “imprest” means “advance made toa certain person", i.e, Petty Cashier 
for making petty payments, The subsequent amount which is paid to the Petty 
Cashier at the end of the period, is to build up the original amount, This із called 
replenishing the Imprest Amount, 

A greatcare should be taken in determining the Imprest Amount, It should 
be large enough to cover petty cash payments for the fixed period. It would, 
however, vary with the type and size of the particular business. 

The limit below which payments are to be regarded as petty payments 
Should also be fixed. Е 

The Petty Cashier should obtain a receipt for every payment made by him 
to keep arecord of the payments. The receipt which the Petty Cashier receives 
is called the petty cash voucher and it is adocumentary evidence in support of 
а payment. Most of the business firms, however, use printed petty cash 
vouchers. A specimen form of such a voucher is given below : 


Amount Rs. 50.00 ۰ No.15 
Dated August 5,19..... 
Received of Petty Cash 
For Flood Relief 
Chargeable to. _ Donations 
Approved by Received by 


If a printed voucher is not used, an ordinary receipt should be obtained. 
All these vouchers should be arranged date-wise and numbered so that they 
may be checked up easily at the time when Imprest Amount is to be 


replenished. 


Specimen form of a Petty Cash Book 
PETTY CASH BOOK 


The Petty Cash Book is ruled with suitable analysis columns to show the 


expenditure oneach class of expenses, suchas postage andtelegrams, printing 
and stationery, coolie hire and wages, sundry expenses, etc., the last column 
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being used for recording the sums paid out for which there is no separate . 
analysis column. 

The column headed “V. No." is meant for recording Voucher Number. 
Recording Transactions in Petty Cash Book 


When the Chief Cashier issues a cheque for Imprest Amount to mi 
Cashier at the beginning of the period, he makes an entry on the credit side о: 
the Cash Book as “By Petty Cash", 


When the Petty Cashier receives the cheque, he gets it cashed, and enters 
the amount in the "Amount Received" Column of the Petty Cash Book, and 
writes in “Particulars” Column, “To Cash”, f 
р When payments аге made, the Petty Cashier enters the amount in 
“Amount Paid” Column, giving in “Particulars” Column, the details of the 
expenses as “By Stationery”, “By Envelopes” and so on. The same amount is 
then extended to the appropriate analysis column, 


and balance it on 31st August : 
10 


Rs. 

Aug. 1 Received а cheque for petty cas]; 1,000 

1 Bought 50 P. Postage Stamps ] 60 

Paid for Stationery 120 

3 Paid Taxi fare 50 

Paid for Refreshment to Customers 80 

5 Sent Telegram to Bombay 35 

Coolie Charges 5 

9 Paid for Repairs 60, 

Printing Charges + 55 

14 Paid Bus Fare 5 

Purchased Stationery 180 

17 Paid Taxi Fare 40 

2C Paid for Refreshment 35 

Sent Telegram to Calcutta 25 

25 Purchased $оар 20 

Purchased Ink 30 

28 Tonga Hire 10 

31 Sweeper's Wages 70 

Watchman's Wages 50 
Solution: See next page. Я 


Balancing the Petty Cash Book 


Note carefully the procedure adopted in balancing the Petty Cash Book. 
The total amount Spent during the month is Rs. 930. This is equal to the total 
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of the analysis columns, The Petty Cashier prepares a summary of the Petty 

. Cash Payments and takes it, together with the vouchers, to the Chief Cashier, 
The Chief Cashier after checking up the payments with the vouchers issues a 
cheque for Rs, 30 thus restoring or replenishing the Imprest Amount to 
Rs,1,000, 


Summary of Petty Cash Book 
From 1st August, 19... to 31st August, 19.. 


Rs, 
Postage and Telegrams 120.00 
Printing and Stationery 385.00 
Coolie Hire and Wages 230.00 
Sundry Expenses 195.00 
Total Payments 930,00 
Cash in Hand 70.00 
Total 2 1,000.00 


When a cheque for Rs.930 is received and cashed, the amount is entered 
in the “Cash Received" Column as “To Cash". The procedure to be followed 
in balancing the Petty Cash Book is the same as that in an ordinary Cash Book. 

Should the balance of petty cash run short to meet requirements at any 
time during the month, an additional cheque is issued to the Petty Cashier. 
Should this happen quite often, the Imprest Amount should be enhanced. 
Posting the Petty Cash Book 


To economise time and space, Petty Cash Book is posted to Ledger with 
the totals of the analysis columns through Journal. The Journal Entry passed 


for this purpose is as follows: 


Postage and Telegrams Ac 
Printing and Stationery A/c 5 
Coolie Hire and Wages A/c Dr. 


Sundry Expenses A/c Өг“ Ф. 
То Petty Cash Alc od 
(Being the amounts Spent out of Petty Cash 
"now posted to respective Accounts) 
When the J i i i 153, 
Ў eee е Journal Entry is posted to Ledger, the respective Nominal Accounts are debited 
Dr. POSTAGE AND TELEGRAMS ACCOUNT. e 


E Rs.| P. 
3 To Petty Cash 120 | 00 
| 
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Dr. PRINTING AND STATIONERY ACCOUNT Cr. 


19.. 
To Petty Cash 


To Petty Cash 


Dr. SUNDRY EXPENSES ACCOUNT с. 


То Petty Cash 


Petty Cash A/c already appears in Ledger. It shows a debit balance 
(because the entries appearing on the credit side of Cash Book are posted to 
the debit of the respective accounts in Ledger). Itis now credited with the total 
Of the petty cash payments as shown below : 


Dr. PETTY CASH ACCOUNT Cr. 


19. 
Sept | 1 | To Balance b/d 


Advantages of Petty Cash Book 
The chief advantages of Petty Cash Book are as follows : 
1. The principal Cash Book is not burdened with small payments. 
2. The Chief Cashier is relieved of the job of making small payments. 


3. Posting is done with the totals of analysis columns. This saves both 


time and space. 
ү 
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4. The record of petty cash payments is kept up-to-date because at We 
end of the fixed period, a summary of petty cash payments is to be present! 


to the Cashier before a cheque for the amount needed to build up the original 
amount is drawn. 


TEST QUESTIONS 


1. What are different types of accounts that can be opened with a Валк? 


2. Explain the characteristics of, and the difference between, a "Current 
Account" and a "Deposit Account" with a Bank. 


3. Whatare the advantages of keeping a Bank Account ? Which type of account 
is best from the point of view of a trader for day-to-day requirements ? 


4. (a) Define a "Cheque". 
(b) Distinguish between : 
(i) Open Cheques and Crossed Cheques. 
(ii) Bearer Cheques and Order Cheques. 


(iii) General Crossing and Special Crossing. 
Si 


(a) What is the effect of crossing a cheque ? What are the various types of 
crossing ? 


(b) Explain the general form and uses of a“Crossed Cheque". 
(c) Whatis the meaning of "Not Negotiable" Crossing ? 


6. (a)Givetheformofachequedrawn by R.P. Khanna & Co., on the Chartered 
Bank, New Delhi, for Rs.1,000 dated August 8, 1989, payable to the order of Widsons 
Industries (India). Cross the cheque "Account Payee Only". 


(b) Explain the following terms : 
"R/D", “N/S”, “Effects not cleared”. "Not in order”, 
7. When does a Bank refuse to make Payment on a cheque ? 


7 f 
8. What is meant by negotiation ? What are the different modes © 
negotiation ? 

9. (a) What is meant by “dishonour of a cheque" ? 


(b) Name the two cases in which a b 


^ ет'5 
ank will refuse to pay its custom 
cheques. 


10. Explain the Imprest System of Petty Cash Book. 


Ё 79) 
(Delhi Board SSCE 1983, 19 e 
11. Whatis meant by ‘Imprest System’ of Keeping a Petty Cash Book, and W 
are its advantages ? Explain by an illustration, 


‘on 
12. Explain briefly the nature and use of a Petty Cash Book, and its connec" 

with Cash, Journal and Ledger. 

13. (a) Whatis imprest amount ? 


(b) Describe the method of posting Petty Cash Book to Ledger. 
(c) Explain the double entry of Petty Cash Book. 
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14. Explain (a) the form and (b) the special utilities of each of the following 
forms of Cash Book : 


(i) Single Column Cash Book. 
(ii) Double Column Cash Book. 
(i) Three Column Cash Book. 


15. Rule a form of Cash Book with Discount, Cash and Bank Columns, enter 
therein seven items of receipts and seyen items of payments, showing how you would 
deal with payments into, and withdrawals from, the Bank. 


16. Explain how the following transactions would be entered in Three Column 
Cash Book : . 
(i), Withdrawal of money from Bank for office use, 
(ii) Payment of cheques to others, 
(iii) Deposit of Cash into Bank, and 
(iv) Deposit of cheques (received from others) into Bank. 
17. What are the advantages of keeping a Bank Column Cash Book ? 
18. What are the rules for the posting of Bank Column Cash Book to Ledger? 


19. (а) Whatis contra entry ? How will you recognise it from among other 
entries in Cash Book ? (Delhi Board SSCE, 1984) ` 


(b) Are contra entries posted to Ledger ? 


20. When Petty Cash Book is kept as a memorandum, Which account in ledger 
is debited for the money advanced by the Head Cashier to Petty Cashier ? 


(Delhi Board SSCE, 1978) 


PRACTICAL EXERCISES—1 

1. Compile a Three-Column Cash Book from the following transactions : 
19.. Rs. 
Jan. 1 Cashin hand 567 
1 Cash at Bank 12,675 
2 Deposited into Bank 500 
5 Received from Amrit ; 760 
Allowed Discount 10 
7 Purchased Furniture for Cash 250 
8 Paid to Bikram by cheque 745 
and received Discount 5 

13 Received from Chaudhary by cheque 
and deposited into Bank 500 
15 Cash Sales 785 
Deposited into Bank 1,000 
17 Purchased a scooter and paid by cheque 5.240 
19 Paid by cheque to Dinesh 367 
and received Discount 3 
22 Withdrew from Bank for office use 250 
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19: Е 
Jan. a 
25 Purchased goods for cash 350 
31 Paid Establishment Expenses through Bank 450 
Paid rent in Cash 50 
2. Prepare a Cash Book from the following particulars : 
19... 


Feb. 1 Cashinhand Rs. 1,600, Cash at Bank Rs. 10,000. in 
4 Discounted a bill for Rs. 5,000 at Rs, 4,950.The Bank gave credi 
for it. 
5. Bought goods by cheque Rs. 8,000. 
8 Bought goods for Cash Rs. 200. 
10. Paid Rs. 5,000 by cheque for a Bill Payable. 
12. Paid Trade Expenses Rs, 100. 
17 Paid into Bank Rs. 1,000. "m. 
18 Jones, who owed us Rs. 200, became a bankrupt and paid us 
paise per rupee. 
20 Received Rs. 100 from Gobind and allowed him discount Rs. 2 
21 Paid Rs. 250 to Madan, and he allowed us discount Rs. 5. 
22 Withdrew from Bank Rs.200. 6 
23 Received Rs. 2,000 from Ram Chander and deposited the sam! 
into Bank. 
25 Withdrew from Bank Rs. 100 for Private Expenses. 
26 Sold goods for Cash Rs. 100. 
27 Deposited a cheque for goods sold Rs. 9,000. ited out 
28 Received the repayment of a loan of Rs. 3,000 and deposit 
of it Rs. 2,500 in the Bank, 
3. How will the following items be dealt with while preparing Bank Col". 
Cash Book ? р 
(i) Paid into Bank Rs. 200, : 
(ii) Withárew from Bank for #ffice use Rs. 300. 
(iii) Withdrew from Bank for private use Rs. 150. 1980 
(Delhi Board SSCE, 


; 1 
4. How will the following items be dealt with while prepaing Bank C^ 
Cash Book ? 


(i) Paid into Bank Rs. 1,000. 
(ii) Withdrawn from Bank for office use Rs, 700. 


0 

arc 

(iii) A Cheque of Rs. 500 received from Mohan was paid into oe 1989 
same day. (Dethi Board 55 198! 


А ? Е, 
(iv) Debit balance of cash іп hand Rs, 200. (Delhi Board SSCP pe 
p 


5. From the following particulars compile the Cash Book of Narinê 


with Cash and Bank Columns and bring down'the final balances : | 
19... 100% 
March i Cashinhand 5 


1 Cash at Bank 


March 2 Paid salaries 
9 Paid to Khaitan (cheque) 
Discount allowed 
15 Received from Morgan by cheque апа 
deposited it directly into bank 

16 Bought goods for cash 
17 Deposited into bank cash 
20 Paid Sundry creditors by cheque 
27 Received from Sundry debtors in Coins and Notes 
28 Paid from office cash into Bank 
29 Received from Sundry debtors (by cheques 

paid direct into Bank) 
31. Morgan's cheque returned by the Bank dishonoured 
31 Received from Morgm (in Coins and 

Notes in exchange of his dishonoured cheque) 


Í 7e ud 


Rs. 
2,500 
2,600 

200 . 


4,000 
500' 
500 
700 

5,000 

4,000 


20,000 
4,000 


4,000 


6. Messrs Blind & Co., had the following entries in their Waste Book ( a Book 
fok roughly recording transactions), Enter them in proper books of account : 


19... 
Jan. -1 Started business with cash 
2 Deposited into Bank 
5 Purchased goods from Gentton 
8 Sold goods to Gobind 
10 Paid to Gentton cheque, were allowed 5% discount 
12 Purchased goods for cash 
15 Received cheque from Gobind and allowed 
him 5% discount. Deposited cheque into Bank 
the same day і 
20 Sold goods for cash and deposited the . 
: . amount into Bank 
25 Withdrew from office cash for private expenses 
26 Paid cheque for rent 
30 Paid salaries from office cash 


Rs. 
10,000 
8,000 
4,000 
1,000 
3,800 
1,000 


950 


2,000 
200 
100 
200 


"b Prepare a Three-column Cash Book from the following transactions and post 


them to the appropriate ledger accounts : 
19.. 
March 1 Cash Balance 
Bank Balance (Dr) 
3 Cash Sales 
6 Rent paid by cheque 
8 Cash deposited in Bank 
10 Wages paid 
10 Salaries paid 
12 Received cheque from Mohan 
Discount allowed 
14 Goods Purchased 
16 Withdrawn from Bank for office use 
18 Issued cheque to Hari 
Discount received 


Rs. 
19... 
March 20 Withdrawn cash for personal use 4,000 
22 Received cheque from Shiam and 
deposited in the Bank 10,000 
24 Shiam dishonoured the cheque 10,000 
26 Furniture purchased and issued cheque 6,000 
29 Received interest on investments 3,000 
30 Paid salaries 4,800 


(All India SSCE, 1978) 


8. Enterthe following transactions in a three-column Cash Book and postit to 
ledger accounts : 


Rs. 

Commenced business with cash 50,000 
Deposited in Bank 40,000 . 
Received cash from Mohan Rs. 950 

in full settlement of a debt of Rs, 1,000 
Bought goods for cash 10,000 
Bought goods by cheque 15,000 
Sold goods for cheque Rs. 10,000 and deposited 

in bank the same day. 
Paid to Arun by cheque Rs. 1,900 in full settlement 

of his account of Rs.2,000 
Drew from bank for office use 1,000 


(All India SSCE, Ка? 
9. Тһе following balances appeared in the books of Atma Ram on January 1» 
19.. | 


Cash at Bank Rs. 4,000; Cash in Hand Rs. 350; Sundry DebiorsiA. Ali Rs 
400; B. Brothers Rs, 300; N. Nath Rs.950; Office Furniture and Pienet of 
700; Sundry Creditors : A. Alam Rs, 600; B. Best Rs. 750; and Stoc 


Goods Rs. 4,500. Ascertain his capital and. open the books by means of the 
Journal. | 
The following were his transactions for the month of January. Enter up the 
various books of account and Post to Ledger, 
19... И 
Jan 2 Bought goods from A. Alam 1% 
2 Paid B. Best Cheque in settlement of his 700 
account | 50 
3 Paid salaries by cheque id 
3 Paid cash to Petty Cashie: 450 
3 Bought goods of B. Best 
3 Received cheque from A. Ali and deposited 380 
it into Bank the same day 20 
Allowed him discount 000 
7 Ready money sales à r 
7 Paid cash into Bank 500 
8 Paid cheque to A. Alam 100 
10 Drew cheque for Private purposes { 


19... 
Jan. 10 Sent Money Order to A.Alam 148 
Money Order Commission 2 
13 Paid Rent by cheque 250 
14 Cash Sales 800 
15 Paid cash to Bank 700 
15 Sold goods to B. Brothers 500 
17 Sent №. Nath Credit Note for overcharge 
in December Account 2 50 
21 Cash sales for week 2,200 
24 Bought typewriter for cash - 1,150 
24 Paid Salaries by Cash 340 
28 Bought goods of A. Alam 520 
31 Paid carriage account for month by cash 50 
Sold goods to A. Ali 800 
Paid out of Petty Cash : 
Printing and Stationery 20 
Sundry Expenses 25 
Postage and Telegrams 10 
Travelling expenses 30 
10. Enter the following transactions in the Petty Cash Book which is maintained 
on the Imprest system : 
19), Rs. 
Jan 2 Received cheque for petty cash 1,000 
Paid cartage on goods 50 
Paid taxi fare 40 
Postage and telegrams 60 
3 Stationery purchased 30 
` Bus fare 10 
5 Refreshment to customers 20 
4 Wages to casual workers 100 
Coolie charges 20 
5 Purchased dusters for cleaning 30 
Postage stamps 20 
Revenue stamps 50 
6 Bus fare 10 
Taxi fare — 30 
Cartage on goods 40 
7 Paid for repair of chairs 150 
Sent subscription for “Aaj Kal" 60 


Show also the Petty Cash Account in Ledger 
11. From the undermentioned particulars, write out Petty Cash Book on the 
imprest system and in columnar form, close the Petty Cash Book, bring down the 
balance and show how the further imprest cheque received will appear. 
On 1st January, a cheque was drawn for Rs.750 for Petty Cash. On 2nd 
January, Postage stamps valued at Rs. 105.00 were purchased; on 3rd January, a 
telegram was sentat acost of Rs. 51.00 and stationery bought for Rs. 82.50 ; Thela hire 
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paid Rs.15.00 and ink purchased Rs. 40. On 4th January, Rs. 7.50 were spent аи 
charge and Rs .5 for carriage. On Sth January, carriage on goods sold paid Rs.50 ant 
on 6th January, printing charges amounting to Rs. 72.50 were paid. 

12. Thefollowing are the petty expenses of a business concern for the month of 
March, 19.. Each month starts with an opening cash balance of Rs.700. Enter the 
following transactions in a Petty Cash Book and balance it: 


19. 


March 


l. Enterinto Naresh's Cash Book the fellowing transactions, which took place- 


: Rs. 
1 Wages paid to Peon 150.00 
3 Coolie Charges 60.00 
5 Stationery ` ` 23.00 
6 Railway Freight . 13.00 
7 Postage Stamps ; 50.00 
8 Ink 12.50 
10 Telephones j 10.50 
18 Unpaid letters 2.50 
25 Som 4.50 
26 Sweeper's Wages 32.00 
27 Sundry Expenses 100.00 
28 Thela Hire 15.00 
30 Printing ot Price Lists 90.00 


PRACTICAL EXERCISES—IHI 


on February 28, 19..,and balance the Cash Book : 


1,19, 


2. 


G) 
Gi) 
(iii) 
(iv) 


(у) 
(vi) 
(vii) 


(viii) 


Balance brought forward from the previous day ; Cash in Hand Rs.100 
and at Bank Rs, 8,000. 


Instructed the Bank to issue а Bank Draft for Rs, 5,000 in favour of 
Suresh. The Bank charged Rs. 10 for issuing the draft. 


Received aBank Draft for Rs. 5,760 from Mahesh in full settlement of 
Rs. 6,000 due from him. Sent the Draft to the Bank. 


Received a cheque from Rakesh for Rs. 2,000. Allowed him discount 
Rs. 120. 


Endorsed Rakesh's cheque in favour of Harish. 
Sent a cheque for Rs. 50 in payment of the school fee of Naresh’s 507: 
Withdrew Ёз. 500 from the Bank. 


Placed an order with Vikas for goods for the value of Rs. 1,000 and sem 
a cheque for Rs. 1,000 with the order. 


The following balances appear in the books of Pratap Narain on 1 ipu 


; 5. 
Cash at Bank Rs. 4,260; Cash in Hand Rs, 270; Stock Rs. 6,250; Forte 
& Fittings Rs. 2,250; Plant and Machinery Rs. 1,100; Debtors: Haris 


1,080; Satish Rs. 530; Munish Rs. 760; Creditors: Rajiv Rs. 1,230; Sanjiv 
2,250; Narain Rs. 620. 


d 


His transactions for the month of January, 19.. were : 


19. 
Jan. 


AO 


Received cheque from Harish on account 


* Sold goods to Munish 


Paid cheque to Rajiv 

Discount allowed 

Paid for V.P.P. of goods from Bombay 

Cash Sales 

Paid Cash for Carriage 

Paid Wages in Cash 

Paid Sundry Trade.Expenses in Cash 

Munish returned goods damaged in transit 

Purchased goods of Rajiv 

Purchased goods of Sanjiv 

Sold goods to Satish 

Received cheque from Harish 

Wrote off the balance of his account as bad 

Paid by cheque Fire Insurance Premium 

Drew from Bank for private use 

Drew cheque for office use 

Paid Cash for repairs 

Paid travelling expenses in Cash 

Received Credit Note from Rajiv for goods 
damaged and returned 

Paid Sanjiv cheque on account 

Received from Satish cheque 

Allowed him discount 

Bought goods from Narain 

Sold goods to Munish—for Cash 
on credit 

Paid General Expenses by cheque 

Paid Sundry Expenses in Cash 

Paid Sanjiv by cheque 

Discount allowed 

Received cheque from Munish 

Allowed him discount 

Bought goods of Sanjiv 

Sold goods for Cash 

Paid into Bank from office Cash 

Received intimation from Bank that Munish’s 
cheque has been dishonoured 

Cash purchases 

Drew cheque for office use 

Pratap Narain drew for his own use cheque 

Paid in Cash Salaries 

Purchased goods from Rajiv 

Paid to Narain cheque 

Discount allowed 
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Interest to be allowed on capital Rs. 25. All cheques received are paid into 


Bank the same day. 


Enter the above transactions in the proper books and post to the Ledger. 
3. Тһе following are the assets and liabilities of W. Basu, a wholesaler, on 1st 


January, 19... 


Stock Rs. 1,500; Fumiture Rs. 5,000; Cash at Bank Rs. 1,440; Cash in пн 
Rs. 100; Debtors J. Dutta Rs. 360 and С, Dinkar Rs. 1,000. Creditors: В. 


Jagan Rs. 1,400 and С. Pyli Rs. 1,160. 


The following is a summary of the transactions for the first 15 days of January, 


19... as recorded in the appropriate Day Books. 


Purchases Rs. Sales 
Jan. 2B.Jagan 500 Jan. 3J. Dutta 
7G. Pyli 1,400 5 P. Shamli 
14 T. Shankar 2,400 15 C. Dinkar 
4,300 
Return Outwards 
Rs. 
Jan. 10B. Jagan 180 


— 


The following transactions also took place : 
19... 
Jan. 2 Drew and cashed cheque for cash payments 
Paid in cash ; 
Wages 
Sundry expenses 
W. Basu (Drawings) 
Cash sales 
4 Cash sales 
Paid into Bank 
Paid by cheque to В. Jagan, the amount due to 
him on 1st January, deducting 2. 1/2 per cent 
cash discount 
Received and banked a cheque from C. Dinkar 
Paid in cash : 
Wages 
Sundry expenses 
W. Basu (Drawings) 
10 Received cheque for Rs, 2,000 from J. Dutta and 
endorsed it in favour of T. Shankar . 
13 Received from P. Shamli a cheque (banked) for 


w 


the amount due from him, less 5%, cash discount 


15 Paid in cash Tent 


Paid by cheque to W . Basu.as drawings 
Paid into Bank all cash in hand except 


150 


120 


280 


200 


150 
500 
100 
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(a) Enter cash and bank transactions in a three-column cash book. 
(b) Post all entries, including the Day Books, to the appropriate Ledger 
accounts. A 
4. The following are the totals of the Analysis Columns ofthe Petty Cash Book 
of Shri Jinendra for the week ended 7th March, 19.. 


Conveyance Rs. 257.00 
Stationery Rs. 454.00 
Postage and Telegrams Rs. 338.00 
Sundry Expenses Rs. 155.00 


A cheque for the amount spent by the Petty Cashier during the week has been 
issued on 8th March and you are required to make entries regarding the issue of the 
cheque in the Cash Book, the Petty Cash Book and the Ledger. 

5. Rule a form of Petty Cash Book containing analysis columns for the 
following kinds of Petty Cash expenditure : 

Stationery, Postages, Telegrams, Carriage, Travelling Expenses, Cleaning, Light- 
ing together with acolumn for miscellaneous payments and enter therein the following 
transactions, bringing down the balance on hand at the conclusion. 


19... Rs. 
May 1 Received a cheque from the Chief Cashier 
for starting balance and cashing the same 500.00 
Paid for Postages 24.00 
2 Paid for Telegrams to Bombay 23.00 
3 Paid for Electric Light Bill to March 57.50 
4 Paidfor Cleaning Charges 11.50 
5 Paid forcharges for Hire 2710 
6 Paid for Railway Fare to Asansol 30.00 
7 Paid for carriage of samples gent to Ray & Co. 6.20 
8 Paid for Postages 20.50 
9 Paid for Telegram to Madras 11.00 
10 Repairto Furniture 55.00 
11 Bus Fares 7.50 
15 Paid for Typewriting Paper 12.00 
21 Paid for Postages 43.00 
22 Paid for Telegrams to Delhi 24.00 
31 Paid for Railway Fare 46.00 
6. A firm maintains its Petty Cash Book on the Imprest System, a monthly float of Rs. 
2,000 being found adequate. 


In the month of May,19..., the following small payments pass through the Petty 
Cash Book : 


19... Rs. 
May 2 Postage stamps bought 150.00 
5 Paid rail fare 209.50 

9 Purchases Order Books 102.50 

12 Tea and milk for office staff 50.00 

13 Postage stamps bought 120.00 
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19... Rs, 
May 16 Paid for carbon and copy paper 197.00 
18 Bus fares on delivering goods 12.50 
21 Paid for repairs 55.00 
24 Fares for delivering goods 75.00 
27 Postage on air-mail letters 124.00 
29. Wages of office cleaner for month 500.00 


Draw up a Petty Cash Book and record therein the foregoing items, balancing the 
book on the footing that the Petty Cashier is reimbursed on the last day of the month. 


The firm uses detailed columns for Postages, Stationery, Travelling and Office 
Expenses, 


ANSWERS 


PRACTICAL EXERCISES—I 
1. CashBalance Rs. 212 ; Bank Balance Rs. 7,623 ; Discount— Dr.Rs. 10, Cr. 
Rs, 8. 
` 2. Cash Balance Rs.1,050 ; Bank Balance Rs.16,150 ; Discount—Dr. Rs.52, 
Cr. Rs. 5. 


5. Cash Balance Rs, 11,500 ; Bank Balance Rs. 26,200 ; Discount— Сї. 
Rs. 200. 


6. Cash Balance Rs. 600 ; Bank Balance Rs. 7,050 ;Discount— Dr. Rs.50, 
Cr. Rs. 200 ; Purchases Book Rs. 4,000 ; Sales Book Rs. 1,000. 

7. Cash Balance Ёз. 14,400 ; Bank Balance Rs. 1,04,400 ; Discount— Dr. 
Rs. 200, Cr. Rs. 600. 


8. Cash Balance Rs. 1,950; Bank Balance Rs. 32,100; Discount — Dr. Rs. 50, 
Cr. Rs. 100. 


9. Capital on January 1, Rs. 9,850. Cash Balance Rs. 860 ; Bank Balance 


R aeo ; Discount— Dr. Rs. 20, Cr. Rs. 50; Purchases Book Rs. 1,670: Sales Book 


10. Rs.280. 
11. Rs.321.50. 
12. Rs.137. 


PRACTICAL EXERCISES-II 


1. Cash Balance Rs. 600 ; Bank Balance Rs. 7,200 ; Discount— Dr. Rs. 360: 


2. Cash Balance Rs. 1,023 ; Bank Balance Rs, 518 ; Discount— DP: 


Rs. 85, Cr. 131 ; Purchase Book Rs. 4,505 ; Sales Book Rs, 4,265 RS 
Inwards Book Rs. 75 ; Return Outwards Book Rs. 125 ; Journal Rs. 16.855 


3. Cash deposited into Bank on Jan. 15 Rs. 605 ; Cash Bala! 
Rs. 100; Bank Balance Rs. 1,262: Discount— Dr. Rs. 28; Cr. Rs. 35- 
5. Rs.101.70. 


6. Rs, 404.50. 


6 


Bank Recenciliation Statement 


When a trader opens an account with a Bank, the Bank, being a receiver, 
becomes his debtor. At the same time the trader, from the point of view of the 
Bank, becomes its creditor, being a giver. 

The Bank opens trader’s account in its Ledger and credits it. It issues a 
Pass Book to the trader. The Pass Book isa copy of the trader’s account in the 
Bank’s Ledger. ' ; \ 

The trader’s account in Bank’s Ledger (or Pass Book) would appear as 
follows : 


PASS BOOK 


If the trader maintains a Bank Column Cash Book, the above transaction 
would be recorded on its debit side in the Bank Column as “To Cash”. 

If there is no other banking transaction during the month, the balance as 
shown by the Pass Book at the end of the month, will tally with the balance as 
shown by Bank A/c or Bank Columns of Cash Book on that day. The Pass 
Book, however, would show a credit balance and the Cash Book would show 
a debit balance. 

A reference to Cash Book in this Chapter means a reference to the Bank 
Columns Cash Book. 

The Two Balances must Tally 

The balance at any time, as shown by the Cash Book (Bank Columns) 
must tally with the balance as shown by the Pass Book. This would be so if 
all the banking transactions are entered both in the Cash Book and the Pass 
Book and there is no error in recording these transactions. 

It should, however, be noted that the items appearing on the debit side of 
the Cash Book (Bank Column) would appear on the credit side of the trader’s 
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150 


account in the Bank’s Ledger (and also in the Pass Book). Likewise items 
appearing on the credit side of the Cash Book (Bank Column) would appear 
on the debit side of the trader’s account in the Bank’s Ledger (and also in the 
Pass Book). Therefore, at any time, as already pointed out, the balance as 
shown by the Cash Book (Bank Columns) must tally with the balance as 
shown by the Pass Book. But sometimes, these balances donottally. This may 
be due to the following two reasons : 

1. Some transactions do not affect the Cash Book and the Pass Book 
balances simultaneously. Sometimes the balance of one is affected (increases 


or decreases as the case may be), but the balance of the other is not affected 
atthe same time. 


2. There may be some errors either in the Cash Book or in the Pass Book. 
These errors may be : 
(a) Errors of Omission, or 
(b) Errors of Commission. 


The trader, at the end of a certain period, usually a month, compares the 
balance as shown by the Cash Book (Bank Columns) with the balance as 
shown by the Pass Book. If the two tally, he is satisfied; if not, he prepares à 
statement noting the causes of the difference, Suchastatementiscaleda Bank 
Reconciliation Statement. It is prepared at the end of a certain period to 


reconcile the Cash Book (Bank Columns) balance with the Pass Book balance 
or vice versa. 


Balance as shown by Cash Book = Rs. 800 (Rs. 1,000 — Rs. 200). 
Balance as shown by Pass Book = Rs. 1,000. 


The two balances do not tally. A Bank Reconciliation Statement, there- 


fore, would be prepared on this date, to reconcile the two balances. It would 
appear as follows : 


BANK RECONCILIATION STATEMENT as on 31st August, 19... 


Particulars 


Amount 
Rs. 
Balance as per Cash Book 800 
Add Cheque for Rs, 200 issued in favour of Banwari Lall 
but not presented for payment 200 
RI. 
Balance as per Pass Book page 


The Bank Reconciliation State; inning with 
Pass Book Balance ment may also be prepared begin 
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BANK RECONCILIATION STATEMENT as on 31st August, 19... 


Particulars 
Rs. 


1,000 


Balance as per Pass Book 
Less Cheque for Rs. 200 issued in favour of Banwari Lall 
not presented for payment 


Balance as per Cash Book 


In examination questions, you are given either of the two balances and 
you have to calculate the other balance, beginning with the balance which is 
given, 


CAUSES OF DIFFERENCE IN TWO BALANCES 


The various causes which result in disagreement of Cash Book and Pass 
Book balances are now considered in detail. 

I. Transactions which do not affect both the balances simultaneously or 
by the date of the Bank Reconciliation Statement. 

These may be studied under two heads. 

(1) Transactions which affectthe Cash Book Balance but do not affect the 
Pass Book Balance by the date of the Bank Reconciliation Statement. These 
include : 

(0 Cheques issued but not presented for payment to the date of the Bank 
Reconciliation Statement. This has already been considered in the Illustration 
given above. You would do better if you adopt the following method : 

Assume before dealing with any item which causes the difference 
between Cash Book and Pass Book Balances that the two balances were equal. 
Then find out the effect of the item on both Cash Book and Pass Book balances 
by the following method : 

Cash Book Balance Pass Book Balance 
Staring Position Starting Position 
Resulting Position — ec 
(Effect on Cash Book Balance : (Effect on Pass Book Balance : 
t decreases) Nil) 

The thick line indicates the starting position, i.e., the balances are on the 

Same level. The dotted line indicates the effect of the transaction on Cash Book 
lance. Cash Book Balance has gone down, whereas Pass Book Balance 
temains unaffected. _ 

Whatis now to be done? If we start with Cash Book Balance (which has 
Бопе down), we add the amount of cheques issued but not presented for 

&yment, in order to reach Pass Book Balance. 

If we start with Pass Book Balance (which is not affected, but is more as 
compared to Cash Book Balance), we deduct the amount of such cheques, in 
k to reach Cash Book Balance, 
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The cheques issued but not presented for payment to the date of Bank 
Reconciliation Statement are called “outstanding cheques”. 


(ii) Cheques deposited but not credited by the Bank to the date of the pom 
Reconciliation Statement. Cheques received from customers are deposi Ё 
into Bank for collection and an entry is made on the debit side of the сар 
(Bank Column), This means Cash Book Balance goes up. The bank creaa 
trader in its books only when itrealises the amount on those cheques. Til a 
time, Cash Bookand Pass Book balances will not tally and Cash Book Bae 
will be more as compared to Pass Book Balance by the amount of cheque 
deposited but not credited by the Bank. The effect of this is shown below : 


Cash Book Balance Pass Book Balance 
Resulting Position 


Starting rosition 


(Effect on Cash Book Balance . 
Tt increases) 


Starting Position 
(Effect on Pass Book Balance : 
Nil) 


S 
If we start with Cash Book Balance (which is more as compared to Pas 


: S 
Book Balance, we deduct the amount of such cheques, in order to reach Pas 
Book Balance. 


If we start with Pass Book Balance, we add the amount of such cheques» 
in order to reach Cash Book Balance. 


"ation 
Illustration 1. From the following particulars prepare a Bank Reconciliat 
Statement as on 30th June, 19. 

(a) Balance as per Cash Book on 30th June, 19. . . Rs. 5,175. gat 
` (b) Two cheques for Rs. 100 and Rs. 150 issued in favour of Ali Ahmed and 
Pal respectively have not been presented for payment till 30th June, 19... arikh 

(c) Two cheques for Rs. 350 and Rs. 75 received from S. Shanker and P. P. f 


respectively paid into Bank on 28th June, 19. . ., have not been credited by the €?' 
the month. 


Solution : 


BANK RECONCILIATION STATEMENT as on 30th June, 19... 


"xem еы сздн сан 


Am! 


ce с 
Balance as per Cash Book 5,175 


Add Cheques issued but not 
Ali Ahmed 
Sat Pal 


yet presented for payment : 
Rs. 100 . 


5 
Ёз. 150 ا‎ 


Less Cheques deposited but not yet credited : 


S. Shanker Rs. 350 425 
P. Parikh Rs. 75 
Piers 5,000 
Balance as per Pass Book 


ee 
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Illustration 2. Frora the following particulars prepare a Bank Reconciliation 
Statement of Widsons Industries (India) as on 31st December, 19... 

Balance as per Pass Book on 31st December, 19..., is Rs. 7,812; Cheques for 
Rs. 5,100 are issued during the month of December, but cheques for Rs. 1,200 are 
presented in the month of January. One cheque for Rs. 150 isnotpresented for payment 
atall. Cheques and cash amounting to Rs. 4,780 are deposited in Bank during the month 
but credit appears to have been given for Rs. 3,780 only. 


Solution. 
BANK RECONCILIATION STATEMENT as on 31st December, 19.. 


Particulars Amount 
Rs 


Balance as per Pass Book 7,812 


Less Cheques issued but not yet presented for 


payment during the month (Rs. 1,200 + Rs. 150) 1,350 

6,462 

Add Cheques deposited but not credited during the month 1,000 

Balance as per Cash Book 7,462 
نلم‎ 


(2) Transactions which affect the Pass Book Balance but do not affect the 
Cash Book Balance by the date of the Bank Reconciliation Statement. These 
include : : 

(i) Bank Interest. The Bank allows interest on the amount standing to the 
credit of the trader. This increases Pass Book Balance to the extent of the 
amount of interest but does not affect Cash Book Balance, so that there is a 
difference in the two balances. The effect of this is shown below : 


Cash Book Balance Pass Book Balance 
.... Resulting Position 


Starting Positions Starting Position 


(Effect on Pass Book Balance : 


(Effect on Cash Book Balance : Nil) 
Tt increases) 


If we start with Pass Book Balance (which is more as compared to Cash 
Book Balance), we deduct Bank Interest. 
` [f we start with Cash Book Balance (which is not affected, but is less as 
compared to Pass Book Balance), we add Bank Interest. 


(ii) Bank Charges. The Bank charges from the trader a certain amount for 
the various services rendered to him. The charges, called Bank Charges, 
Teduce Pass Book Balance to the extent of the amount of Bank Charges, but 
do not affect Cash Book Balance, so that there is difference in the two 
balances, The effect of this is shown on the next page : 
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Cash Book Balance Pass Book Balance 
Starting Position ——————_ Tor 2. Starting Position 
cms 4. Resulting Position 
(Effect on Cash Book Balance : Nil) (Effect on Pass Book Balance : 
Tt decreases) 


If westart with Pass Book Balance (which is less), we add Bank Charges. 


If we start with Cash Book Balance (which is not affected, but is more as 
compared to Pass Book Balance), we deduct Bank Charges. 


_ Illustration 3. In comparing the Bank Pass Book upto 30th June, 19... with the 


Bank Account in Ledger, we find that the Pass Book shows a credit balance of 
Rs. 2,000. 


The following differences are found : 


(а) A charge of Rs. 20 has been made by the Bank for collecting an outstation 
cheque. 


(b) Rs. 40 has been credited by the Bank for half-yearly interest. 


(c) Two cheques for Rs. 500 and Rs. 750 paid in on 30th June have not been 
credited in the Pass Book until 1st July. 


(d) Cheques for Rs. 950 are issued during the month but cheques for Rs. 450 
appear to have been presented for payment. 


Prepare a Bank Reconciliation Statement as on 30th June, 19. . . 
Solution : 


BANK RECONCILIATION STATEMENT AS ON 30th June, 19... 


Particulars Amoun 


Rs. 
Balance as per Pass Book 
Add 
(a) Bank Charges Rs. 20 
(b) Cheques deposited but not yet credited Rs. 1,250 


3,270 
Less 
(а) Bank Interest Rs, 40 
(6) Cheques issued but not yet presented 
for payment Rs. 500 
Balance as per Cash Book 


П. Effect of Errors. The effect of errors is discussed below : 


(1) Errors of Omission. Under this head fall those transactions which 


have taken place but which have been omitted to be entered either in 
Book or in Pass Book. 


Examples. (a) Cheques received from custo 


bit 
E d on the de 
side of Cash Book) but omitted to be banked. зае 
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Cash Book Balance Pass Book Balance 
Resulting Position — sse 
T 
Starting Position ———— — — — — Suning Position 
(Effect on Cash Book Balance : (Effect on Pass Book Balance : 
Tt increases) Nil) 


If we start with Cash Book Balance, we deduct. 
If we start with Pass Book Balance, we add. 


(b) A cheque drawn for personal expenses encashed but omitted to be 
entered on the credit side of Cash Book. 


Cash Book Balance Pass Book Balance 


Starting Position ————— — ETT. Starting Position 
-. Resulting Position 
(Effect on Cash Book Balance : Nil) (Effect on Pass Book Balance : 
It decreases) 


If we start with Cash Book Balance, we deduct. 
If we start with Pass Book Balance, we add. 


(c) Amount deposited by a customer direct into Bank. 


Cash Book Balance Pass Book Balance 
AA ToU cose RS Resulting Position 


Starting Position Starting Position 


(Effect on Cash Book Balance : Nil) (Effect on Pass Book Balance : 
It increases) 


If we start with Cash Book Balance, we add. 

If we start with Pass Book Balance, we deduct. ; 

(d) Amount received by the Bank from outside sources on behalf of the 
trader (e.g. , Dividend on shares, Interest on debentures, etc.) 


Cash Book Balance Pass Book Balance 
Resulting Position 


Staning Position Starting Position 


(Effect on Cash Book Balance : Nil) (Effect on Pass Book Balance : 


It increases) 


If we start with Cash Book Balance, we add. 

If we start with Pass Book Balance, we deduct. 

(е) Amount paid by the Bank on behalf of the customer (e.g., Insurance 
"emium, Electricity Bill, etc.) 
Cash Book Balance Pass Book Balance 


Staring Position —— —— —— 7 Starting Position 


Resulting Position 


(Effect on Pass Book Balance ; 


(Q6 
Sect on Cash Book Balance : Nil) 
Tt decreases) 
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If we start with Cash Book Balance, we deduct. 

If we start with Pass Book Balance, we add. 

(2) Errors of Commission. Errors of commission result when an entry 
is made їп a wrong account or with a wrong amount. The result of such errors 
is that Cash Book and Pass Book Balances are not affected by the same 
amount. A А 

Examples : (a) Deposited a cheque for Rs. 510 into but the Bank credited 
the account with Rs. 501 by mistake. 

The effect of this transaction would be that whereas Cash Book Balance 
increases by Rs. 510, Pass Book Balance increases by Rs. 501, so that Pass 
Book Balance is smaller than Cash Book Balance by Rs. 9. Thus — 

If we start with Cash Book Balance, we deduct Rs. 9. 

If we start with Pass Book Balance, we add Rs. 9. 

(b) Deposited cash and cheques for Rs. 1,286 into Bank Account No. 1 
but the Bank credited the same to Account No. 2. 

The effect of this transaction would be that whereas Cash Book Balance 
(Account No.1) increases by Rs. 1,286, Pass Book Balance (Account No.1) i$ 
smaller than Cash Book Balance (Account No. 1) by Rs. 1,286. 

so: prepare the Bank Reconciliation Statement for Bank A/c No. 1, Wê 
s 

deduct if we start with Cash Book Balance, and 

add if we start with Pass Book Balance. 

NA prepare the Bank Reconciliation Statement for Bank A/c. No. 2, W° 
S 
add if we start with Cash Book Balance, and 

deduct if we start with Pass Book Balance. 

(c) Deposited cheques and cash for Rs. 579 into Bank Account No. 1 bul 
entered the same wrongly in the Cash Book in Bank Account No. 2. 

The effect of this transaction would be that whereas Pass Book Balan’ 
(Account No. 1) increases by Rs, 579, Cash Book Balance (Account NO: р 
isnotaffected, sothat Cash Book Balance (Account No, 1) is smaller than Pa 
Book Balance (Account No.1). Therefore, А 

If we start with Pass Book Balance (Account No. 1), we deduct. 

If we start with Cash Book Balance (Account No.1), we add. 

You are advised to see for yourself as to how this item shall be deat 
when the Bank Reconciliation Statement for Account No. 2 is preP ce 

There may be a good many other items which cause the diff pave 
between Cash Book and Pass Book Balances. The above examples PS ре 
given you a sufficient idea as to how the various transactions causin? s, : 
difference between Cash Book and Pass Book Balances are to be dea" 


with 
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i It should also be noted that where the number of items causing the 
difference is large it would be convenient to have “Plus” and “Minus” 
Columns inthe Bank Reconciliation Statement as shown in the following 
Illustration : 

- Illustration 4. On 31st December, 19... the Cash Book of a merchant showed a 
debit balance of Rs. 850. On comparing the Cash Book with the Bank Pass Book, the 
following discrepancies were noted : 

(a) Cheques issued for Rs. 600 were not presented at Bank by 31st December, 
19... 


(b) Cheques for Rs. 800 were deposited in Bank but were not cleared. 

(c) Rs. 2,000 being the proceeds of a Bill Receivable collected appear in the Pass 
Book but not in the Cash Book. i : 

(d) A cheque for Rs. 100 received from Raj & Co., and deposited in Bank was 
dishonoured. No advice of non-payment was received from Bank till the 1st of next 
January, 19... i 

(e) The Bank has paid a Bill Payable amounting to Rs. 450 but it has not been 
entered in the Cash Rook. 

(f) АВШ Receivable tor Rs. 500 which was discounted with the Bank was due 
this month. It was dishonoured by the drawee on due date. 

(g) A cheque for Rs. 510 was paid into Bank but the Bank credited the account 
with Rs. 501 by mistake. 2 

(h) A cheque for Rs. 50 was deposited into Bank but ће same was credited to а ч 
Wrong account. 

(i) Rs. 200 was deposited by a customer, Ram, direct into the Bank. 

(j) The Bank received interest on Debentures on behalf of the trader: the amount 
being Rs. 250. 

(k) A cheque for Rs. 150 received from a customer deposited into bank but the 
same was not entered into the Cash Book. 

(0 The Bank paid Rs. 125 by way of Insurance Premium. 

(m) The Bank charged Rs. 9 as their commission for collecting outstation 
Cheques. 

(n) The Bank allowed Interest of Rs. 10 on the trader’s balance. 

(o) A cheque for Rs. 25 entered into the Cash Book was omitted to be banked. 

Prepare a bank Reconciliation Statement and show the belance as per Pass Book. 


Solution : 
BANK RECONCILIATION STATEMENT AS ON 31st December, 19... 


Balance as per Cash Book 
Add Cheque issued but not presented for payment (а) 
Less Cheques deposited but not cleared (5) 


Particulars Plus Minus 
Items Items 
` (Conta) Я Rs. Rs. 
Add Proceeds of a Bill Receivable collected by 
the Bank (c) 2,000 
Less Cheque from Raj & Co. dishonoured (d) 100 
Less Bill Payable met by the Bank (е) 450 
Less ВШ Receivable dishonoured (f) 500 
Less Difference in amount wrongly credited (g) 9 
Less Cheque credited to a wrong account (h) 50 
Add Amount deposited direct into the Bank 
by, Ram, a customer (i) . 200 
Add Interest on Debentures received by the Bank (j) 250 
Add Cheque deposited in the Bank but not entered 
in Cash Book (k) 150 
Less Insurance Premium (I) 125 
Less Collection Charges (m) 9 
Add Interest (n) 10 
Less Cheaue omitted to be banked (0) a Sa 
4,060 2,068 
Balance as per Pass Book а |. a 
(Rs. 4.060 — 2,068) 1,992 
کے‎ he 
BANK OVERDRAFT 


When the amount deposited into a Bank is more than the amount with- 
drawn from the Bank, the Cash Book showsa debit balance. When the amount 
with-drawn from the Bank is more than the amount deposited into the Bank, 


the Cash Book shows a credit balance or an overdraft. The Pass Book shows 
an overdraft when it shows a debit balance. 


The overdraft balance is called a minus balance. In Bank Reconciliatio" 
Statement, it is shown in “Minus” Column. When there is no overdraft, the 


balanceiscalledaplusbalanceandis Shownin Bank Reconciliation Statement 
in “Plus” Column. 


This may be explained with the help of the following example : 


Case 1 + 
Case 2 , Rs 
Rs. 000 
Deposited 5 1, 

Withdra 2000 Deposited — 1,400 
wn 800 Withdrawn ا‎ 

Balance +20 Balance а 
Г ; jor 

An account with the Bank can be overdrawn only when there is ap 


arrangement with the Bank, 


perest 
Bank Interest. When an account is overdrawn, the Bank charges ш 
on the overdraft. This is a source of profit to the Bank. 


6 ы ki 
If during a certain period, the amount of interest charved by the РШ 
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more than the amount of interest allowed to the trader, the difference would 
be a gain to the Bank and loss to the trader, In such a case bank interest would 
be dealt with in Bank Reconciliation Statement like bank charges. 


Illustration 5. On30th September, 19... my Cash Book showed a Bank overdraft 
of Rs. 49,350. On going through the Bank Pass Book for reconciling the balance, I find 
the following : 

Out of cheques drawn on 26th September, 19... those for Rs. 3,700 were cashed 
by the bankers on 2nd October, 19..., and acrossed cheque for Rs. 750 given to Rustom 
was returned by him and a bearer one was issued to him in lieu on 1st October, 19... 

Cash and cheques amounting to Rs. 3,400 were deposited in Bank on 29th 
September, but cheques worth Rs. 1,300 were cleared by the Bank on 1st October, 19... 
and one cheque for Rs. 250 was returned by them as dishonoured on the later date, 

According to my standing orders, the Bankers have on 30th September, 19... paid 
Rs. 320 as interest to my creditors, paid quarterly premium on my policy amounting 
to Rs. 160, and have paid a second call of Rs. 600 on shares held by me and lodged with 
the Banker for safe custody. They have also received Rs. 150 as dividend on. my shares 
and recovered an Insurance Claim of Rs. 800, their charges and commission on above 
being Rs. 15. On receipt of information of the above transactions, I have passed 
necessary entries in my Cash Book on 1st October, 19... " 

My bankers seem to have given me a wrong credit for Rs. 500 paid in by me in 
Мо. 2 Account, and a wrong debit in respect of a cheque for Rs. 300 drawn against my 
No. 2 Account. 

Prepare a Reconciliation Statement as on 30th September, 19... 


Solution : 
BANK RECONCILIATION STATEMENT as on 30th September, 19... 


Particulars Plus Minus ` 


Items Items 
Rs. Rs. 
Balance as per Cash Book 49,350 
Add Cheques issued but not presented Rs. 
for payment 3,700 
Rustom's cheque 750 4,450 
Less Cheques deposited but not credited 
in the month of September 1,300 ae 
Dishonoured cheque 250 1,5: 
Less Interest paid to creditors 320 
Premium on Policy 160 Fst 
Call on shares 600 a 
ivi shares 150 
Add Dividend on 25) 


- Insurance claim 800 


(Conid.) 
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BEES | Plus Minus 
Items Ttems 
(Contd.) Rs. Rs. 
Less Bank Charges . 15 
Add Wrong credit for amount paid in 
: No. 2 Account 500 
Less Wrong debit in respect of a cheque 0 
drawn against No. 2 Account 3 
5,900 | 52295 
клау Те атт 
Overdraft as per Pass Book 
(i.e., Rs. 52,295 — 5,900) 46,395 


Illustration 6. Prepare a Bank Reconciliation Statement of Anil Bhatia on 31st 


March, 1989. 


Anil Bhatia's Cash Book (Bank Columns) and Pass Book for the month of 


March, 1989 are as follows : 


CASH BOOK 


Particulars 


Particulars 


1989 1989] 
Mar| 1 To Balance b/d Mar.| 3 
2 To Cash 4,000 5 
3 | ToRam 3,000 7 
5 | То Krishan 2,000 10 
9 | ToCash 2,500 12 
10 | To Ganesh 1,500 16 
15 To Bharat 3,500 
17 | To Cash 2,800 22 
26 | To Mani 2,200 28 
28 | To Hari ` 2,300 29 
30 То Моһап 1,700 30 


BANK PASS BOOK 
Anil Bhatia in account with Bank of India, Ashok Vihar, Delhi. 
Particulars 


Date 


By Sohan 800 
By Singh 1,200 
By Cash 2,000 
By Narain 1,000 
By Aditya 1,500 
By Municipal 800 
Corporation 

By Gopi Г 
By Wages 2000 
By Shashi 00 
By Geeta 16,1 00 
By Balance c/d 3,3 


1989 
Aug. By Balance b/d 
By Cash 

To Sohan 

By Cheque (Ram) 
By Cheque 
(Krishan) 

To Singh 


MU دن‎ юке 


ч 
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Date Particulars Debit Credit Dr. Balance 
: Withdrawn Deposited | Cr. 
1989 a 
Aug, | 7 | To Cash 2,000 Cr. 10,500 
9 | By Cash 2,500 | Cr. 13,000 
12 | By Cheque (Ganesh) 1,500 | Cr. 14,500 
13 | To Narain 1,000 Cr. 13,500 
16 By Cheque (Raja) 2,200 | Cr. 15,700 
16 | To Aditya (Cheque) 1,500 Cr. 14,200 
17 | By Cheque (Bharat) 3,500 | Cr. 17,700 
17 | By Cash 2,800 | Cr. 20,500 
18 | To Municipal 
Corporation 800 Cr. 19,700 
24 | To Gopi 1,400 Cr. 18,300 
28 | To Wages 2,000 Cr. 16,300 
29 | By Cheque (Mani) 2,200 | Cr. 18,500 
29 | To Life Insurance 
Corpn. (Standing 
Instruction) 1,500 Cr. 17,000 
30 |.To Bank Charges 125 Cr. 16,875 
31 | By Interest 625 | Cr. 17,500 


Solution : 
BANK RECONCILIATION STATEMENT аз on 31st March,1989 
Particulars Plus Minus 
Items Items 
É 
Rs. Rs. 
Balance as per Cash Book 3,300 
Add Cheques issued but not presented 
for payment Rs. 
Shashi 1 900 
Geeta : 16,100 17,000 
Add Cheque for 2,200 deposited 
directly by Raja (credited on 
16th March, 1989) 2,200 
Add Interest 625 
Less Cheques deposited but not 
credited in March Rs. 
Hari 2,300 
Mohan 1,700 4,000 
Less Life Insurance Premium (paid by 
Bank under standing instructions 
on 29th March, 1989) 1,500 
Less Bank Charges 125 
23,25 5,625 
Total of + items Rs. | 23,125 
В Total of — items Rs | 5,625 | 
lance as per Pass Book Rs. 17,500 
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162 TEST QUESTIONS 


1. What is Bank Reconciliation Statement ? Explain the true purpose of 
preparing such a statement. (Delhi Board SSCE, 1985) 


2. What is Bank Reconciliation Statement ? Why is the preparation of Bank 
- Reconciliation statement necessary ? (Delhi Board SSCE, 1981) 


3. Whatis a Bank Reconciliation Statement and why is it prepared ? 
(All India SSCE, 1981) 


4. If the balance as shown by the Pass Book does not tally with the balance as 
shown by the Cash Book, what steps would you take to reconcile the two ? What shall 
the statement prepared to reconcile these balances be called ? 


5. Explain the reasons on account of which the balance as shown by the Pass 
Book doesnot agree with the balance as shown by the Bank Column of the Cash Book. 
(АШ India SSCE, 1982) 


6. How will you deal with the following items in a Bank Reconciliation 
Statement ? 


(a) Cheques issued but not presented for payment. 
(b) Cheques deposited but not collected by the Bank. 
(c) Bank Charges and Bank Interest. 


(d) Paymenton account of Insurance Premium paid by the Bankon behalf. 
of the client. А 


7. You are examining the accounts of ће Golf Club for ће year ended March 
31st, 19... and find that although there are no errors in the figures entered in the books 
the balance shown in the Cash Book at March 31st, 19... differs from the balance show” 


by the bank statement at the same date. 
(а) Give four possible reasons that might account for this difference 
(b) Draft a proforma Reconciliation Statement illustrating your reasons 


8. Give examples of three such transactions which have been recorded in p 
Pass Book of a merchant, but not in his Cash Book upto 28th February, 19... PFP, 
his Bank Reconciliation Statement as on 28th February, 19... and show also how те 
three transactions will be dealt with therein. 


K 

9. The following are some of the causes of difference between the Cash ion 
and Pass Book Balances. Ifyou start with the Cash Book Balance in Bank Recon i 
Statement, will you add them or deduct ? Write plus or minus against each item * 


(a) Unpresented cheques. 
(b) Uncleared cheques. 


(с) Cheques deposited in the current month but given а cred 
following month. 


(d) A customer deposits directly into the bank the amount due bY p. 


(€) There is a standing instruction to the Bank to pay insurance pe 
which the Bank has paid during the current month. 


(f) Amount wrongly debited by the Bank in the account. "n 
(в) Amount deposited but not given credit till the end of the MOF ' 


it in 0° 


b... 
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(h) Interest allowed by the Bank. 

(i) Dividend collected by the Bank directly. 

() Bank charges and commission. 

(k) Dishonoured bill. 

(I) A wrong credit appears to have been ріуей by the Bank. 
10. Give short answers to the following : 

(a) Why is a Bank Reconciliation Statement prepared ? 

(b) How is a Bank Reconciliation Statement prepared ? 

(c) Of which account is the Pass Book a copy ? 

(d) Who prepares the Bank Reconciliation Statement ? 


(е) Give fourreasons for the difference in Pass Book and Cash Book (Bank 
Columns) Balance. 


PRACTICAL EXERCISES - I 


1. On31st December, 19..., our Bank Balance as per Cash Book is Rs, 7,505 
but the Pass Book figure is Rs..3,486.90 ; cheques of Rs. 3,155 issued by us have not 
been presented as yet and cheques for Rs. 7,122.50 sent to the Bank have not been 
cleared. The Bank has allowed us interest Rs. 154.40 and charged us Rs. 205 for its 
commission but no intimation was received by us before closing the books. Reconcile 
balances, 

2. Prepare a Bank Reconciliation Statement from the following particulars as 
on 31st July, 19... 

(a) Balance as per Pass Book Rs. 5,000. 
Balance as per Cash Book Rs. 5,363.70. 

(b) Three cheques for Rs. 600, Rs. 393.80 and Rs. 152.50 issued in July, 
19... were presented for payment in August, 19... 

(c) Two cheques of Rs. 500 and Rs. 650 sent to Bank for collection were 

! not entered in the Pass Book by 31st July, 19... 

(d) The Bank had charged Rs. 460 for its commission and allowed Rs. 100 
as interest which were not entered in the Bank Account as yet. 

3. From the following particulars, prepare a Bank Reconciliation Statement 
as on 31st December, 1988 : 

On31st December, 1988, a merchant's Pass Book showed a credit balance 
of Rs. 5,400. A comparison of the entries with the Cash Book revealed thathe had paid 
cheques of the value of Rs. 600 on 30th December, 1988, out of which cheques 
amounting to Rs. 240 were credited in the Pass Book on 3rd January, 1989. He had 
Ssued cheques of Rs. 1,500 before 31st December but cheques amounting to Rs. 515 
Were debited to his account after 1st January, 1989. There was a debit in the Pass Book 
Of Rs, 30 in respect of Bank Charges and credit of Rs. 25 for interest but it was not 
"corded in the Cash Book. 

4. From the following particulars prepare a Bank Reconciliation Statement of 
Raja as on 31st December, 19..... 
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Balance as per Cash Book on 3151 December , 19... is Rs. 4,250. Cheques for 
Rs. 3,100 were issued during the month 6f December but only cheques for Rs. 1,400 
were presented for payment during the month of December. Cheques and Cash 
amounting to Rs. 5,900 were deposited in the Bank during the month of December but 
credit was given only for Rs. 3,450. The Bank paid during the month of December а 
sum of Rs. 495 as life insurance premium. The Bank credited the merchant for Rs. 100 
as interest and debited him for Rs. 45 as bank charges, for which there are no 
corresponding entries in the Cash Book. 


5. At the time of balancing (December 31, 19...) your Banking Account has 
been written up and balanced, showing a credit balance of Rs. 5,000, but cheques 
issued for payment before that date, amounting to Rs. 2,500, have not been cleared. On 
December 31, 19... you had also received a cheque for Rs. 200 from a customer m 
settlement of his account and although you had dealt with that amount through your 
Cash Book you had omitted to pay the same into your Bank Account. 

Draw up a Reconciliation Statement showing adjustment’ between your 
Cash Book and Bank Pass Book. 

6. В. Sundrajan’s Cash Book showed a Balance of Cash at Bank of Rs. 3,270 
on December 31, 19... His Pass Book showed an overdraft of Rs. 2,670 on that date. 
The differences arose as follows : A cheque for Rs. 320 drawn by R. Sundrajan had not 
been presented for payment ; a cheque for Rs. 6,160 deposited on December 31 was 
not credited by the Bank until January 1, 19..., the Bank charged him with Rs. 1 
interest which was notentered inthe Cash Book. Prepare the Reconciliation Statement 


7. From the following particulars prepare a statement showing the balance that 
would appear in the Cash Book of Atul as on 31st December, 19... 


(a) The overdraft as per Pass Book on 31st December, 19... was Rs. 6,338. 


(b) Interest on overdraft for six months ending 31st December, 19... RS- 
160 is debited in the Pass Book. 


(c) Bankcharges forthe above period also debited in the Pass Book amount 
to Rs. 30. ‘ 


(4) Cheques paid into Bank but not cleared before 31st December. 19« 
were for Rs. 2,170. 

(е) Cheques issued but not cashed prior to 31st December, 19...» amount 

to Rs.1,168. 


(f) Interest on investments collected by the Bank and credited in зев 
Book amounted to Rs. 1,200. 
8. What is a Bank Reconciliation Statement ? h 
The Cash Book shows a balance ot Rs. 12,500. On comparing the C” 
Book with fhe Pass Book the following discrepancies were noted : > 


Rs’, 
() Cheques i 
( eques issued but not presented for payment 900 
(ii) Cheques deposited in bank but not collected 00 
(ii) Bank paid insurance premium : 0 
(iv) Bank Charges A 
(v) Directly deposited by a customer A 
(vi) Interest on investment collected by bank 6) 


98 
(au india 58СЕ 


b 
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9. On31st December, 19... the Pass Book of Mr. Menon's Current Account 
showed acredit balance of Rs. 10,000. Prepare a Bank Reconciliation Statement from 
the following information : 

(i) Mr. Menon issued a cheque of Rs. 300 on 25th December., but this was 
not presented for payment whereas this was recorded twice in the Cash 
Book. 
(ii) A cheque of Rs.200 drawn on his Saving Deposit Account has been 
shown as drawn on Current Account. 
(iii) A cheque of Rs. 285 issued on 28th December was taken in the Cash 
Column. The cheque was presented for payment on 29th December. 
(iv) A Bank charge of Rs. 67 was recorded twice in the Bank Pass Book. In 
Cash Book however it was correctly recorded. 
(Delhi Board SSCE, 1983) 
10. - From the following particulars, prepare a Bank Reconciliation Statement 
showing the balance as per Bank Pass Book on 31st March, 19... 

The following cheques were paid into firm's current account in March 19... but 
were credited by the Bank in April 19... 

‘A Rs. 2,500; B Rs. 3,500 and C Rs. 1,900. 

The following cheques were issued by. the firm in March, 19... and were 
Cashed in April 19... 

Р Rs. 2,500; О Rs. 4,500 andR Rs. 4,000. 

A cheque of Rs. 1,000 whioh was received from a-customer was entered in 
the Bank Column of the Cash Book in March 19... but the same was paid into the Bank 
in April 19... 

The Pass Book shows a credit balance of Rs.2,500 for interest and a debit of 
Rs.1,000 for bank charges. The balance as per Cash Book was Rs, 1,80,000 on 31st 
March, 19... (All India SSCE, 1978, Delhi Board SSCE 1979) 

11. Fromthefollowing particulars ascertain the balance that would appear in the 
Bank Pass Book of Shri Bhola Nath on 31st December, 19... 

(1) The bank overdraft as per Cash Book on December 31, 19..., was 
Rs. 12,680. 

(2) Interest on overdraft for 6 months ending December 31, 19..., Rs. 320 
is entered in the pass book. Т 

(3) Bankcharges of Rs. 60 for the above period are debited in the pass book. 

(4) Cheques issued butnot presented prior to December 31, 19... amounted 
to Rs. 2,336. | 

(5) Cheques paid into the bank but not cleared before December 31, 19. . 


were for Rs. 4,340. ret rmn 
investments collected by the and credited in the pass 
i ЕЯ (All India SSCE, 1980) 


12. On30th June, 19... a trader had an overdraft of Rs. 5,500 as shown by the 


Bank Columns ofhis Cash Book. Cheques amounting to Rs. 1,500 had been paid into 


the Bank but of these only Rs. 1,100 were credited іп the Pass Book, upto 30th June, 
D: He had also issued cheques amounting to Rs. 3,500, out of which only Rs. 2,150 
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worth cheques had been presented for payment. It was also found that a cheque for 
Rs. 200 which he had debited to Bank Account was not sent to Bank at all for collection 
through mistake. There is a debit in the Pass Book of Rs. 10 for Bank Charges and 
Rs. 50 for Interest. A customer of the trader had paid directly into his Bank Rs. 1,000 
for credit of his account, but it was not shown in the Cash Book. The Bank paid trader’s 
Insurance Premium Rs. 250 as per instruction, but this had not been recorded in the 
Trader’s Cash Book. 


Prepare a Bank Reconciliation Statement on 30th June, 19... and show the 
balance the Pass Book will indicate on that day. 


13. The following facts relate to the business of Mr. Raman, a client of yours, 


who requires you to reconcile his Bank Pass Book Balance with his Cash Book 
Balance: 


Rs. 
Balance as per Pass Book Cr. 600 
Balance as per Cash Book Cr. 800 
Unpresented cheques 1,280 
Uncredited cheques 260 


In addition you ascertain the following : 

(а) A cheque for Rs. 200 paid to Mr. Ahuja has been entered by error in the 
Cash Column. The cheque had been duly presented for payment. 

(6) Bank commission of Rs. 80 has not been entered in the Cash Book. 


(с) The debit side of the Cash Book (Bank Column) has been undercast by 
Rs. 500. 


14. Youare given (a) a copy of the Cash Book relating to December, 19... 
from the books of Messrs Tall and Thin and (b) a copy of the Pass Book relating to the 
same period, 


Prepare the Bank Reconciliation Statement. 


(a) CASH BOOK (Bank Columns) 


Particulars 


To Cash Dec. | 5 | By Mohan & Co. 500 


4 | To Martin & Co. 10 | By Cash 600 

8 | ToJ. Jones 300 inghi MA 
15 | To T. Tikka 250 2 P Y nan C^ em 
21 | To Cash 400 24 | ByS. Sirkiwala m 
26 | To James & Co. 200 31 | By Bd Jà 3,300 
27 | To Hard & Easy 150 a a 


31 | To T. Thomson 


# 


(6) PASS BOOK М 
Date Particulars Debit Credit Balance 


JE Withdrawn Deposited 

19.. F Rs. Rs. 
Dec. | 2 | By Cash 4,000 bi 
7 | By Cheque (Martin) 200 4,200 
9 | To Mohan & Co. 500 3.700 
10 | By Cheque (J. Jones) 300 4:000 
10 | ToSelf 600 3,400 
14 | To D. Singhi & Co. 450 2,950 
18 | By T. Tikka’s cheque 250 3,200 
21 | By Cash 400 3,600 
30 | By Cheque (Нага & Easy) 150 3,750 
31 | To Charges for the month 7 3.743 
31 | By interest collected 250 3,993 


On securities 


15. From the following particulars taken on 31st december, 1988, you are 
M to prepare a Bank Reconciliation Statement to reconcile the Bank Balance 
Shown in the Cash Book with that shown in the Pass Book. . 

() Balance as per Pass Book on 31st December, 1988, Overdraft 
Rs. 1,027. 

(ii) Four cheques drawn on 31st December, but not cleared till January. 
following : Rs. 12, Rs. 1,021, Rs. 98 and Rs. 113. 

(ii) Interest on overdraft not entered in the Cash Book Rs. 51. 

(iv) Three cheques received on 30th December and entered in the Bank 
Column of the Cash Book but not lodged in Bank for collection till 3rd’ 
January next Rs. 1,160, Rs. 2,100 and Rs. 2,080. - 

(v) Bank Charges Rs. 15, entered twice erroneously in Cash’Book in 
В November. 

(vi) B/R for Rs. 250 due on 29th December, 1988 was passed to the Bank 
for collection on 28th December, 1988 and was entered in Cash Book 
fortnwith whereas the proceeds were credited in the Pass Book only in 
January following. 

(vii) Chamber of Commerce Subscription Rs. 100 paid by Bank on Ist 
December, 1988 had not been entered inthe Cash Book. 
(viii) Bank Charges of Rs. 5 had been debited in the Pass Book twice 
erroneously. 
On 216 Mr. Jones is having two accounts (А and B) with the Central Bank of India. 
Over 1-12-1988, his Ledger shows а balance of Rs. 5,000 in account ‘A’ and an 
тыгай of Rs. 2,250 in account ‘B’. On verifying the Ledger entries with the 
tive bank statements, the following mistakes were noticed : 

(i) Adepositof Rs. 1,500 made into account ‘A’ on 20-12-1988 has been 
entered in the Ledger in account 'B'. 

(i?) A withdrawal of Rs. 500 from account ‘A’ on 2-11-1988 has been 
entered in the Ledger in account ‘B’. 
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(ii) Two cheques of Rs. 500 and Rs. 750 deposited in ‘A’ account on 1-12-. 


1988 (and entered in the books in 'B'' account), have been dishonoured 
by the bankers. The entries for the dishonour of these cheques have 
been entered in the books in ‘B’ account. · 
(iv) In the accounts ‘A’ and ‘B’, Mr. Jones has issued on 29-12-1988 
cheques for Rs. 10,000 and Rs. 1,000 respectively and these have no 
been cashed till 31-12-1988. ] 
Incidental charges of Rs. 10 and Rs. 25 charged in the accounts ‘A’ an 

*B' respectively have not been entered in the books. 

(vi) The bank has credited an interest of Rs. 50 for account ‘A’ Qna. 
charged interest of Rs. 275 for account 'B' which have not 
recorded in books. Я 

(уй) The deposits of Rs. 5,000 and Rs. 3,500 made into the accounts ‘A H 
‘B' both on 30-12-1988 have not been given credit by the bank 
31-12-1988. 


Draw the bank reconciliation statements for the above two accounts. 
PRACTICAL EXERCISES -П 
; f 
1. On31st March, the Cash Book of V. Chawhan showed a balance in hand ® 


Rs. 4,913.90. On checking with the Bank Statement, the following differences were 
disclosed : 


(v 


х, 


(а) Bank charges of Rs. 293.70 had not been entered in Cash Book’ 


d 
(b) A cheque for Rs. 12,750 received from Raja Ram on 19th March Pi 
been dishonoured but no entry in connection with the dishonour 
been made in the Cash Book. 


r 
(c) Two cheques from G.Watsyan for Rs. 9,750 and N. Вілагарал E 
Rs. 6,350 had been paid into the bank on 31st March, but wet? 
credited by the Bank until 1st April. : ited 
(d) A cheque for Rs. 270 paid for electricity on 31st March was not pi. 10 
by the Bank until 4th April. Another cheque for Rs. 875.70 PO at 
Metal Mouldings Ltd., on the same day was not presented forpa 
till 6th of April. gis 
You are required (a) to prepare the Reconciliation Statement 25 ®t 
March ; and (b) to state what, if any, entries need to be made in the Cash Bere 9 
2. The balance of Cash at Bank, as shown by the Cash Book of Pran & С е 
31st December, 19.., was Rs.7,500. On checking the entries in the Cash BooK "^ in 
Pass Book, it was ascertained that cheques of Rs. 500 and Rs. 700 respectively eave 
on the 30th December were not credited until 2nd J: anuary following, and that chi 27 еб 
of Rs. 600, Rs. 800 and Rs. 1,200, issued on the 28th December, were not pres tof 
until the 3rd of January. There was a credit of Rs, 125 in the Pass Book in тетә 
Interest under date 31st December, which was Not entered in the Cash Book. wo 


were also Bank Charges debited in the Pass Book amounting in allto Rs. 10 ул" 
not entered in the Cash Book. 


Prepare Reconciliation Statement as at 31st December, 19--- 
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3. On31stDecember, 19..., the PassBookofa Merchant shows а credit balance 
of Rs. 3,357. 

The cheques and drafts sent to the Bank but not collected and credited 
amounted to Rs. 790. Three cheques for Rs.300, Rs. 150 and Rs. 200respectively were 
not presented for payment till 31st January next year. , 

"TheBank has paid a Bill Payable amounting to Rs. 1,000, butithas not been 
entered in the Cash Book and a Bill Receivable for Rs. 500 which was discounted with 
the bank was dishonoured by the drawee on the due date, 

The Bank has charged Rs. 13 as its commission for collecting outstation 
cheques and has allowed interest Rs. 10 on the trader’s balance. 

Prepare a Bank Reconciliation’ Statement and show the Balance as it would 
appear in the Cash Book. 1 

4. On 31st December 19 . ., the Cash Book of Jain Iron Works showed an 
overdraftof Rs. 5,600. From the following particulars, make outa Bank Reconciliation 
Statement : > 
(a) Cheques drawn but not cashed before 31st December, 19 . . amounted 
to Rs. 3,946. 
(b) Cheques paid into the Bank but not collected and credited before 31st 
December, 19 . . amounted to Rs. 4,891. 
(c) A bill receivable for Rs. 520 previously discounted with the Bank had 
been dishonoured and debited in the Pass Book. 
(d) Debit is made in the Pass Book for Rs. 120 on account of interest on 
overdraft and Rs. 50 on account of cheques for collecting them. 


(е) The Bank has collected interest on investments and credited Rs. 760 in 
the Pass Book. (Delhi Board SSCE, 1978) 


5. Prepare a Bank Reconciliation Statement from the following particulars and 
Show the balance as per Cash Book : 
(i) Balance as per Pass Book on 31st December, 19... overdrawn 
Rs. 10,000. 
(ii) Cheques drawn in the last week of 19... butnotcleared till 3rd January, 
19... Rs. 20,000. 
(iii) Interest on Bank Overdraft not entered in the Cash Book Rs. 1,500. 
(iv) Cheques of Rs. 20,000 lodged in the Bank in December, 19... but not 
collected and credited till 3rd January, 19... - 1 
Rs. 100Insurance Premium paid by the Bank under a standing order has 
not been entered in the Cash Book. (All India SSCE 1984) 
31.6 My Bank Pass Book for Account No. 1 shows an overdraft of Rs. 6,500 on 
Ist March, 19... This doesnot agree with the Cash Book balance. From the following 
“ticulars ascertain the Cash Book balance : 
m ‘Cheques amounting to Rs. 15,000 were paid into Bank in March, out of 
cick. it appears, only cheques amounting to ns. 4,500 were credited by Bank. 
Re “ques issued during March amounted in all to Rs. 11,000. Out of these cheques for 
` 3,000 were unpaid on 31st March, 19... The Bank has wrongly debited Account 


(у) 
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No. 1 with Rs. 500 in respect of a cheque drawn on Account No. 2. The Account к 
debited with Rs. 150 for Interest and with Rs. 30 for Bank Charges. The Bank has уш 
the annual subscription of Rs. 100 to my club according to ту instructions. The еліп 
for interest charges and subscription have not yet been made in the Cash Book. 


(Delhi Board SSCE, 1984) 

7. On31stDecember, 19..., [had an overdraft of Rs. 7,500 as shown by my Pass 

Book. [had issued cheques amounting to Rs. 2,500 of which Rs. 2,000 worth only К 

to have been presented for payment. Cheques amounting to Rs. 1,000 had been Ка i 
in by me on the 30th December, but of these only Rs. 750 were credited in the 

Book. I also find that a cheque for Rs. 120 which I had debited to Bank Account in my 


books has been omitted to be banked. There is a debit in my Pass Book of Rs. 250 s 
interest. 


Р | 
An entry of Rs.3000fa payment by a customer directinto the bank appears 
in the Pass Book. My Pass Book also shows a credit of Rs. 600 to my account, being 


ا 
interest on my investments collected direct by my Bankers. Prepare a Reconciliatio‏ 
Statement.‏ 


8. On 31st December, 19..., the Cash Book of a merchant showed а Bank 


overdraft of Rs. 1,729.85. On comparing the Cash Rook with the Bank Pass Book, the 
following discrepancies were noted : 


(a) Cheques issued for Rs. 600 were not presented at the Bank till 7th 
January following. 
(b) 


t 
Cheques amounting to Rs. 750 were deposited in the Bank but were no 
collected. 


(c) AchequeforRs. 150 received from Mahesh Chand and deposited in me 


Bank was dishonoured and advice of non-payment was not receiv 
from Bank till Ist January following. 


A inthe 

(d) Rs. 1,500 being the proceeds of a bill receivable collected appear in F 
Pass Book but not in the Cash Book. 

(e) 


A 55 
Bank Charges Rs. 15 and interest on Overdraft Rs. 85 appear in the Pa 
Book but not in the Cash Book. 


А 5 
Prepare a Reconciliation Statement andshow what balance the Bank Pa 
Book would indicate on 31st December, 19..., 


ı 9. Prepare a Bank Reconciliation Statement from the following : 


i Bank 
On 31st December, 19... a merchant's Cash Book showed a credit P?" 


balance of Rs. 10,500, but due to the following reasons the Pass Book 50% 
difference : 


for 
(а) A cheque of Rs. 540 issued to Mohan has not been presented 
payment. 


т? 
(b) А post-dated cheque of Rs. 100 has been debited in the Bank Co 


of the Cash Book but urder no circumstances it was possible to P 
it. 


50 
(c) Four cheques of Rs. 1,200 sent to the Bank have not been collet 


far. A cheque of Rs. 400 deposited in the Bank has been disho? 
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(d) Asperinstructions, the Bank paid Rs. 50 as Fire Insurance Premium but 
no entry has been made in Cash Book. 

(е) There was a debit in the Pass Book of Rs. 15 inrespectof bank charges 
and a credit of Rs. 25 for interest on Current Account but there was no 
record in the Cash Book. 

10. From the following particulars prepare a Bank Reconciliation Statement 
Showing the balance as per Cash Book on 31-12-19. a 

The following: cheques were paid into Bank in December, 19... but were 
credited by Bank in January 19... : 


Seema Rs, 3,500 
Sangita Rs. 2,500 
Sonia Rs. 2,000 


The following cheques were issued by the firm in December, 19... but were 
Presented in January 19...: 

Aarti Rs. 4,000 ; Bharti Rs. 4,500. 

А cheque for Rs. 1,000 which was received from a customer was entered in the 
Bank Column of the Cash Book in December, 19... but was omitted to be banked in 
December 19... 

The Pass Book shows a debit balance of Rs. 1,000 for Bank Charges and credit 
balance of Rs. 2,000 for Interest. 

Interest on investment Rs. 2,500 collected by bank appeared in the Pass Book. 
The Bank balance as per Pass Book was Rs. 62,000 on 31st December, 19... 
(Delhi Board SSCE, 1 982) 
П. On Teconciling the No. 1 Cash Book Account at the end of the month, you 
Over the following facts : 
(a) Trader's credits from customers, entered by Bank but not yet entered in 
Cash Book : Rs, 853, Rs. 1,422 and Rs. 2,732. 
Cheque for Rs. 9,850 debited by Bank to No.1 Account instead of No. 
2 Account. j 
(c) Wages cheque, Rs. 2,400 and cheque issued to suppliers, Rs. 15,860, 
not yet entered by Bank. 
(d) Bank Charges Rs. 776 not entered in Cash Book. 
(е) Cost of travellers cheques, Rs. 294, for sales manager, entered in Cash 
Book as Rs. 249. 
(f) Discount allowed to customer, Rs. 84, entered by error as Rs. 54, in 
Bank Column of the Cash Book. 2 
(8) Cash Book credit balance of Rs. 520 at the beginning of the month 
. brought forward incorrectly as Rs. 520 debit balance. Ў 

The y Account No. 1 before these facts were 
diu alance shown by the Cash Book Acco ibe 
Boop T Was Rs, 2,425, You arerequired to show balance as indicated by the Bank Pass 
bey The Cash Book of Suresh, a trader, showed a balance of Rs. 4,850 at the 

R 30th June, 19... 


disc, 


= 


(b. 


= 


~ 
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On investigation you find that : 
(a) Cheques from customers amounting to Rs. 1,180 which were E 
in the Cash Book on 30th June, 19... werenotcredited by the Bank un 
` the following day. 
(b) Cheques drawn by Suresh on 28th June, 19..., Rs. 2,340 in favour of 


trade creditors entered in the Cash Book on that day, were paid by the 
Bank on 6th July. 


(с) On17thMay, 19..., a cheque for Rs. 950 was received from a cust 
and discount of Rs. 5 was allowed but only Rs. 109 had been enter 
in the Bank Column of the Cash Book by mistake. H 

(d) In accordance with a standing order from Suresh, the Bank had p?! 
Rs. 90 for trade subscriptions on31stMarch, 19... butno entry had been 
made in the Cash Book. 


(е) On21stJune, 19..., a trader's credit of Rs. 300 was received by | 
for the credit of Suresh, but no entry had heen made in the Cash Bo 


You are required to prepare a Bank Reconciliation Statement on 30th June, 19. 


1st 
13. The bank pass book of Mr. X showed an overdraft of Rs. 33,575 on 3! 
March, 19... On going through the pass book, the accountant found the following 


ing 
@ A cheque of Rs. 1,080 credited in the pass book on March 28 be 20 
dishonoured is debited again in the pass book оп 1st April, 19... nil 
was no entry in the Cash Book about the dishonour of the cheque 
15th April. A 
; É есі 
(i) Bankers had credited his account with Rs. 2,800 for interest coll ash 


by them on his behalf, but the same had not been entered in hi* 
Book. 


(iii) Out of Rs. 20,500 paid in by Mr. X in cash and by cheques a 
March, cheques amounting to Rs. 7,500 were collected on Th in 
(iv) Out of cheques amounting to Rs. 7,800 drawn by him on 27th М 
а cheque for Rs.2,500 was encashed on 3rd April. 
Prepare Bank Reconciliation Statement on March 31, 19... 1982) 
(All India SSC: =, 
14. Reconcile the following Bank Pass Book and Bank Account of Ra™ 


318 
ril. 


BANK PASS BOOK 
RAMAN in account with the Punjab National Bank, Subzi Mandi, Delhi 


Receipts 


Balance b/d 

Bbhu Ghanshyam 

Cash 

Life Insurance Corpn. 
(Standing instruction) 

А. Ahmed 
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RAMAN'S LEDGER. 
BANK ACCOUNT 


1989 
А is Mar. | 23 
130 27 
СИ 31 
q c 


15. In April, 1989, Rajiv received the following statement from his bank: 


To balance b/d 
To R. Rajaram 
To Cash 


RAJIV in account with Goodluck Bank 


To Balance b/d 
To Thakur 

To Lalita Pd. 
Ток. К. 
Verma 


12,630 


To Balance b/d 
19gq You are required to prepare a Bank Reconciliation Statement as at 31st March, 
ANSWERS 
PRACTICAL EXERCISES —I 

Answer given in the question itself. 


T" 
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Answer given in the question itself. 
Cash Book Balance Rs. 5,130. 

Pass Book Balance Rs. 3,060. 
Overdraft as per Pass Book Rs. 2,700. 
Answer given in the question itself. 
Overdraft as per Pass Book Rs. 6,346. 
Balance as per Pass Book Rs. 12,670. 
Balance as per Cash Book Rs. 9,552. 
Balance as per Pass Book Rs. 1,83,600. 
Overdraft as per Pass Book Rs. 12,664. 
Overdraft as per Pass Book Rs. 4,060. 
Answer given in the question itself. 
Answer given in the question itself. 
Balance as per Cash Book Rs. 3,460. 
Balance as per Pass book in A account Rs. 11,040. 


Overdraft as per Pass Book in B account Rs. 6,050. 


PRACTICAL EXERCISES -П 


Overdraft as per Pass Book Rs. 2,308.41. 
Pass Book Balance Rs. 9,015. 

Cash Book Balance Rs. 5,000. 
Overdraft as per Pass Book Ёз. 6,475. 
Overdraft as per Cash Book Rs. 8,400. 
Balance as per Cash Book Rs. 1,780. 
Overdraft as per Cash Book Rs. 8,280. 
Overdraft as per Pass Book Rs. 629.85. 
Overdraft as per Pass Book Rs. 11,700. 
Balance as per Cash Book Rs. 59,000. 
Pass Book Balance Rs. 13,927. 

Pass Book Balance Rs, 7,061. 
Overdraft as per Cash Book Rs. 31,375. 
Answer given in the question itself. 
Answer given in the question itself, 


UNIT 7 
Trial Balance and Errors 


А (8 marks) 
(i) Meaning of Trial Balance. 
(її) Objectives of Trial Balance : 
(a) to ascertain arithmetic accuracy of ledger accounts, 
(b) to help in locating errors, 
(c) to help in preparation of final acccounts. 


(iii) Preparation of Trial Balance by balance method. 


(iv) Errors: 
(a) Errors of commission, 
(b) Errors of omission, 
(c) Errors of principle, 
(d) Compensating errors. 
(v) Rectification of Errors— passing journal entries. 


(у) Suspense Account—meaning, utility, preparation and disposal. 
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7 
Trial Balance 


If you have carefully understood the rules for the posting of Seid 
Books to Ledger, you would have realised that the debit side of dif! 84 Е 
accounts in Ledger contains as much as the credit side of these accou a 
contains. For every debit entry in an account in Ledger, there isa correspon 
ing credit entry in another account for an equal amount. This is the ue 

. resultof Double Entry. If, therefore, at the endofacertain period, saya TS 
a statement is prepared with totals of the debit and credit sides of all 15 
accounts in Ledger, these totals should tally. Such a statement is called a p 
Balance. It is an abstract or a list of the Ledger accounts at a specified a о 
showing debit and credit totals for all the accounts (or their balances). It : 
two money columns—one for debit amount and the other for credit атаа d 
Itis prepared periodically, usually at the end of each month. Further, it sho А 
be noted that a Trial Balance can be prepared only when the posting to Ledge 
is complete, 


When the two totals of the Trial Balance tally, Ledger is said to be “in 
balance” or that Ledger has been “proved”, 


Methods of Preparing a Trial Balance 
There are two methods of preparing a Trial Balance: ` 


l. Trial Balance prepared with the debit and credit totals of accounts: 


е 
In this method, the totals of the debit and credit sides of cach account а, 
entered opposite the Ledger account in the “Debit Total” and “Credit To 
columns. Accounts whose 


А debit and credit totals are equal may or may no z 
included since their presence or absence would not affect the agreemen 
Trial Balance, 

The specimen rulin 
and credit sides of ac. 


» it 
gofa Trial Balance prepared with the “totals” of debi 
counts in Ledger is as follows : 
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2. Trial Balance prepared with the balances of accounts. This method 
of preparing a Trial Balance is based on the maxim that if equals are taken 
away from equals, the results are equal. It is this method which is usually 
adopted in practice. It requires less work than the former method, because of 
the smaller number of figures to be listed and added. 

The specimen ruling of a Trial Balance in this method is as follows : 

TRIAL BALANCE for the month of............ 


Ledger Account L.F. | Dr. Balance | Cr. Balance 


In this method, the balances of accounts are to be found out before a Trial 
Balance can be prepared. The balance is the difference in amounts of the 
entries on the two sides of an account. If, however, all the entries are on one 
Side, the total'of the amounts of those entries is the balance of that account. The 

alance is known by the side which is greater. 

To balance an account for Trial Balance purpose, the following proce- 
dure should be adopted : 

(@ Total up the amount columns on the two sides of the account. Enter ` 

€ totals on both sides in the amount columns, at the end in pencil. These are 
Called pencil footings. These are recorded in small figures so that they may not 
© mistaken for an-entry in the account. 

(b) Find out the difference between the two totals and enter the difference 
Called, “balance” in small pencil figures in “particulars” column on the side 
Which is greater. | 

Thisis the balance which would be taken into account in preparing a Trial 
Baiance, 
is equi however, the debita 
B Said to.be “in balance". 

alance, | 

The pencil footings may be erased if desired. 

FUNCTIONS OF TRIAL BALANCE 


еск on the accuracy of. posting. If the posting to 
de a of the amount columns of the Trial Balance must - 


nd credit totals of anaccount are equal, the account 
We do not include such an account in the Trial 


1. It provide: 
Ledger is accurate, 
ly + | 
ection of errors which creep into the work while 


uH Ledger. These errors have been discussed later 


isting Subsidiary Books to 
15 chapter. 
3. n provides 


8 Itis used as ) 
'atements, In other words, it serves as à 


ndensed picture of each account in Ledger. ; 
Ed forthe mms of Final Accounts and financial 
E base for subsequent book-keeping 
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work. Itis, therefore, advisable to see that the work of posting is correct before | 
proceeding with other work connected with Ledger. 


It should be noted that a Trial Balance is always headed as Trial Balance 
Oft for the period ............ is 


Illustration. Prepare a Trial Balance. 
(a) With Totals, 
(b) With balances, 


in Illustration 7 on page 98. 
Solution : 
ў TRIAL BALANCE of Jati for the month of June, 19... | 
Ledger Accounts L. Dr. Cr. Dr. B саа | 
F. Total Total ДА Balance H xi 
Jatti's Capital 5,000.00 - |5000 
Bali Bros. 967.50 967.50 - B 
Pali Bros. 3,100.00 3,100.00 - x 
Kalia Bros. 1,800.00 1,800.00 = 1 500.00 
Ali Bros 2,000.00 3,500.00 - 1200.00 
Raja Steel Works - 1,200.00 ж CR 
Drawings 200.00 = 200.00 517.50 — 
Goods 6,050.00 6,567.50 = x 
Bank 4,500.00 2,000.00 2,500.00 d 
Furniture 1,550.00 = 1,550.00 Е 
Postage 20.00 = 20.00 la 
Salary 250.00 = 250.00 $ 
Discount 78.40 51.00 27.40 у 
` Retums Inwards 200.00 zi 200.00 500.00 
Retum Outwards - = 9 
Bad debts 380.00 380.00 pt 
Cash 3,590.10 3,590.10 
8,717.50 | 
CAUSES OF UNEQUAL TRIAL BALANCE i 
й м А ал 
... When the debit and credit totals ofa Trial Balance agree, the Trial Bal ul 
is said to be in balance. There 


S k eis? 
are times, however, when a Trial Ln which 
result of one or more errors. The erro 


of balance. This may be the [lows 
a Trial Balance may be enumerated as fO 


result in the disagreement of 
1. Errors in Addition or 5 


by one or more compensatin, Å Qvo 


(a) One of the totals 
incorrect. 

(b) The totals of other 

(c) The totals of accou 


Subsidiary Books may be wrong. ron i 
(d) The totals of Trial 


nts in Ledger and their balances may 
Balance itself may be wrong. 
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2. Posting an entry to the wrong side of an account 

If instead of debiting an account, it is credited, or vice versa, the Trial 
Balance would not tally. If this is the only error, the discrepancy between the 
debit and credit totals of the Trial Balance would be double the amount of the 
entry made on the wrong side. 
3. Entering incorrect figures by oversight 

The Trial Balance will not tally if an amount has been copied wrongly 
somewhere in the process of posting from Subsidiary Books to Ledger. This 
May happen in one of the following ways : 

(а) Duplicate posting of an entry from a Subsidiary Book to Ledger. It 
is possible that the same entry may have been posted twice. 

(b) Incorrect copying of one or more figures. This may take place while 
posting items from Subsidiary Books to Ledger or while carrying 
forward total from one page to the next, or while entering the totals 
orthe balances of accounts in Trial Balance. The most common types 
Of errors in recording amounts are as follows : 

(€) Doubling the wrong figure. 
Example. 266 in place of 216, or 
226 in place of 296. 


(i Transposing figures. 
Example. 56 in place of 65, or 


43 in place of 34. 
(iii) Sliding a number 
Esame 4,000 in place of 400 or 40,000, or 
41.25 in place of 412.50 
4. Omissions 


Omissions may take place in posting or in entering an account in the Trial 
Balance, These omissions throw out the Trial Balance. The examples may 
e: E 
(a) An item may not have been posted from a Subsidiary Book to 
) Ledger. The double entry in Ledger in that case is disturbed. 
(b) Discount A/c or some other account may not have been opened in 
Ledger. 
(c) The totals or balance of an account, particularly Cash Book totals or 
balance, may not have been included in the Trial Balance. 
(d) The totals of the Subsidiary Books may not have been posted to the 
relevant impersonal accounts. 
5. Wrong entry in Trial Balance 
The balance of an account may have been entered in the wrong column 
In Trial Balance. : 
LOCATING ERRORS IN TRIAL BALANCE 
Ifa Trial Balance does not tally, the following procedure may be adopted 
locate the errors. { 
1. If there is omission in posting one of the entries I 
To locate such an error, find out the difference between the two totals of 
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the Trial Balance. After having done this, go through the Sida Pore 
to see if any item of that amount remains unposted. It is also possible ا‎ 
total of a Subsidiary Book might not have been posted to the a oe a 
impersonal account or Discount A/c might not have been opened in Ledg 
Cash balance might not have been included in the Trial Balance. 


2. Ifan item has been posted on the wrong side of an account or if the balance 
of an account is placed in the wrong column of the Trial Balance. 


In such a case, the difference as disclosed by the Trial Balance would be 
double the amount of the entry posted on the wrong side of an account al 
double the balance of an account placed in the wrong column of the Tria 
Balance. For example, if instead of debiting an account with Rs.100, it is 
credited with Rs.100, this error would throw out the Trial Balance by Rs. 200. 
If that is so, search the ledger accounts and Subsidiary Books to find out some 
item equal to half the amount of the difference. Likewise if the debit tala 
of Rs. 500 shown by Rent A/c is placed in the credit column of the TEE 
Balance, the difference in the two totals of the Trial Balance would be doub 
the amount of Rs. 500. 

3. If there is transposition in figures 


Ifthe Trial Balance difference is divisible by 9, itis possible some figures 


may have been transposed while posting Subsidiary Books to Ledger or Уш 
carrying the totals or balances of Ledger accounts to Trial Balance. Rs 
example, the difference betweeen the totals of the Trial Balance may be ^5. 


72 whichis divisible by 9. This may be theresult of posting an entry forRs.191 
as Rs.119 or Rs. 119 as Rs.191. 


If, after having taken the above three steps, the Trial Balance does ПО! 
tally, the following procedure should be followed : 


- (1) TheSubsidiary Books should firstbe checkedas regards their casting 
(totalling) and carrying forward of totals from one page to another. 


(2) Then the whole of the Posting should be checked. This may be done 
as follows : 


(а) Place a check mark (ж) at the right of the amount to show that the 


item has been checked. This should be done both in Subsidiary Books andi? 
"Ledger. There will thus be twocheck m. 


arks for each posting checked, ї-ё-› 9 
in a Subsidiary Book and the other in Ledger. If ihe checking is done Ше 
©) may be crossed by a line through the 

side of the check mark, likey 


: : : isable 
(b) Check all debit postings first and then credit postings. It is 20У152 
todo so because in this manner the eye will become аа to looking fos 


the posting on one side. If this is not done, errors may be overlooked реси 
the eye is not sufficiently alert to discover the error of posting on the то 
side. , 


SRE XG к, 
g in a Subsidiary ВОО, jc 
Ledger. If the check ma 
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missing in Ledger against some item in an account, that means that there is 
either a duplicate posting or a posting to a wrong account. 

While checking the posting, you should be cautious to note— 

() that you did not post incorrect amounts from the Subsidiary Books 

to Ledger. 

(ii) that you did not post an item to the wrong side of an account, 

(ii) that you made по omission in posting, and 
(iv) that you did not post an item to a wrong account, 

(3) It should be ensured that all the accounts in Ledger have been 
correctly balanced and their balances correctly included in the Trial Balance. 
If Cash and Bank Accounts are not opened in Ledger, their balances should be 
included in the Trial Balance. | 

If, after having done all this, the Trial Balance does not tally, you should 
Proceed in the reverse manner, i.e., check the items from Ledger to Subsidiary 
Books. This, however, is a difficult step and is taken only as a last measure. 
If the Trial Balance does not tally even then, we place the difference to an 
account called “Suspense Account". This account is automatically closed ` 
when errors are subsequently discovered and rectified. The need for “Sus- 
pense Account" will be explained in detail in the Chapter on “Errors and their 


Rectification”. 


RECTIFICATION OF ERRORS 


, All corrections should be made neatly by first drawing a single line 
through the incorrect amount or account title and then writing the correction 
above it. But in no case should overfiguring or crossing be done. Further, all 
Corrections done in this manner should be initialled. 


Rectifying Entries 
A better method of rectifying errors is by passing rectifying entries. The 
use of Journal for recording rectifying entries may be explained with the help 
of the following examples : p А 
are purchased from Rani for Rs. ut the amount is 
a Book as Rs.105 by mistake. The double entry will be 
Complete in Ledger with Rs.105. When this erroris discovered, we can rectify 
it in either of the two ways— E Elan 
ing alterations in the Purchases Booi e indivi 
ОШ, 2 КЕЙ, and then in Ledger in Personal Account of Rani and 
GoodsA/c. Thismethodisnotconsidered sound as alterations have to be made 
at a number of places and this might sometimes result in some fraud. 
ing Rectifying Entries in Journal. If the above error is to be 
а Be a T i in the figures anywhere, first of all, 
analyse the effect of the error in Ledger. Rani is credited with Rs.105 instead 
Of Rs.150. This means she has been credited Rs. 45 (Rs.150-Rs.105) short. 
Similarly Goods A/c has been debited Rs. 45 short, as the total of the Purchases 


Book is short by Rs. 45. 
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Dr. RANI Cr. Dr. GOODS ACCOUNT Cr. 
Short by Short by 
Rs. 45 Rs. 45 


The error would be rectified by the following rectifying entry in 
urnal : 
е Goods A/c Dr. Rs. 45 


. 45 
To Rani R Rs 


(Being rectifying entry to remove the effect of the error 
caused by entering the amount as Rs.105 instead of 
Rs.150 in the Purchases Book dated........) 


You will learn more about Rectification of Errors in the next Chan 
ERRORS NOT DISCLOSED BY TRIAL BALANCE 


A question is very often asked in the examination : Is Trial Balance 
conclusive proof of the accuracy of posting ? P 

The answer is “No”. A trial Balance is a proof of the accuracy of, розна 
butitis not a conclusive or definite proof. There are some errors which до 
show up in Trial Balance in spite of the fact that it may have agreed. and 

agreement of a Trial Balance does not prove that the Subsidiary Books 

their posting to Ledger are entirely without errors. 

The errors which the Trial Balance fails to disclose are : 
1. Wrong entries in Books of Original entry 


These errors do not affect the agreement of Trial Balance. The Double 
Entry is complete in Ledger with wrong amounts or wrong entries. ¢ 
example, goods are sold to Sham Nath for Rs.120, In Sales Book, instead 
writing Sham Nath, we write Ram Nath. In Ledger, Ram Nath will be дер E 
instead of Sham Nath. But this error willnot show up in Trial Balance. Fur т 
Suppose that in the above case, the entry is correctly made in the name of Sho 
Nath in Sales Book, but the amount entered is Rs.102 in place of RS-1 02, 
When this is posted to Ledger, Double Entry would be complete with Rs. ^ m 
Sham Nath being debited with Rs.102, and Goods A/c being credited with 
total which contains Rs.102 and not Rs.120. 

2. Transactions not recorded in Books of Original Entry 


0 5 e 
Ifa transaction remains altogether unrecorded in a Subsidiary Book; a 
Double Entry is not disturbed in Ledger. The Trial Balance would ta 
provided the Double Entry of other transactions is complete. 
‚ 3. Posting to a wrong account but on the correct side 


t 
If a transaction is posted in Ledger to a wrong account but on the com 
side, this error will not affect the agreement of Trial Balance. If, for examp? 
Kewal Kishore is debited in place of Kanwal Krishan in Ledger, the 
Balance would tally as the amount remains on the same side. 


' 
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4. Errors of Principle 


Errors of principle are those which violate some fundamental principle of 
Accountancy. If, for example, the purchase of machinery is regarded as an 
ordinary purchase and is thus entered in Purchases Book, it will be ultimately 
debited to Goods A/c. This is an error of principle. Similarly if amount spent 
on extension of building is debited to Repairs A/c, it is an error of principle. 
These errors do not affect the agreement of Trial Balance as the amount 
remains on the correct side though in a wrong account. 


5. Compensating or Counter Errors 


Compensating errors are those which compensate or neutralise the effect 
of each other. In fact, this is not one error but a group of two or more errors. 
It is only a chance that one error compensates the effect of the other. For 


‚ example, Rent A/c in Ledger may have been debited Rs. 50 short, whereas 


Ram may have been credited Rs. 50 short. The second error compensates the 
effect of the first error. Similarly, there may be a number of errors which make 


good the effect of each other. 
This may be seen from the following three accounts: 


Dr. Ram (es. рг $һат Сг. Dr. Krishan Cr. 
Wrong Wrong Wrong 
Entry 121 Entry 110 Entry 120 
Correct Correct Correct 
Enty 112 Entry 101: Enty 102 
Net Effect Net Effect Net Effect 
9 more on the 9 more on the 18 more on the 
debit side debit side credit side 
EFFECT ON TRIAL BALANCE 
Ledger Accounts Dr. Balance Cr. Balance 
Ram *9 
Sham +9 
Krishan +18 
+18 +18 


6с f 
` Complete reversal of entries Aa 
en there is a complete reversal of entries in both the correct accounts 


Affected by a transaction, Trial Balance will tally. Let us for example take the 
Posting of the following Journal Entry: Ке a 
Dr. 500 
Fumiture A/c 

To Ram 500 
(Being fumiture bought of Ram) 
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If, by mistake, Furniture A/c is credited and Ram is debited, there JS 
complete reversal of entries and in such a case the Trial Balance will tally. 
LIMITATIONS OF TRIAL BALANCE 
1. Thereare certain errors (which we have already discussed) which E 
not disclosed by Trial Balance. Again, the agreement of Trial Balance 1s по 
а conclusive proof of the accuracy of posting. > : of 
2. A Trial Balance gives only condensed information (in the form 
totals or balances) of each account. de 
3. It does not give information about the profit or loss made by 


business in the accounting period or the financial position of the business 25 
at the close of the period. - ч 


TEST QUESTIONS 


jch 
1. Whatis a Trial Balance ? How is it prepared ? What are the errors whic 
remain undetected in spite of its agreement ? re; 
2. Why is aTrial Balance prepared ? Is Trial Balance a conclusive proof ol its 
accuracy of Ledger, if not, what are the errors which remain undetected inspite © 
agreement ? 3t 
3. What is the purpose of a Trial Balance ? What errors are not disclosed 
(All India SSCE, 1 A 
ques i 
4. Give three errors which are not disclosed by Trial Balance inspite po 
agreement. (Delhi Board SSCE, 1 
5. What types of errors do not affect the Trial Balance ? 1985) 
(Delhi Board SSCE, ^ 
«provin’ 


it? 


6. What method is adopted to test the accuracy of posting ? Explain 
the Ledger”. 


7. 


Bring out clearly the purpose of a Trial Balance. 
8. 


: © 1 22 
Whatis a Trial Balance ? Name the errors that are disclosed by tial bal 


J) 
(All India SSCE, 19 
Mention three limitations of a Trial Balance. 


80) 

(Delhi Board SSCE 1981, 19 
Give two examples of Compensating Ertors, (Delhi Board 55 CE, ol 
11. Explain and illustrate the classes of errors which might still exist 12 У лій 


Books after the Trial Balance had been agreed and state what steps should phe 
the detection of such errors, if yit 


10. 


12. What are the different causes that make a Trial Balance incorrect Y 
the best of efforts a Trial Balance cannot be agreed, what is to be done ? o 


13. Ifthe totals of debit and credit columns of a Trial Balance do not 98775, 
would you proceed to discover errors? If the debit and credit totals of à Tn ss 


agree in amount, is thisa conclusive proof that the whole of the book-keepin& 
correctly accomplished ? : 


p 


14. 


15. 


16. . 


(b) 


(b) 
(a) 


(b) 
(a) 


(b) 


(c) 
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Do compensatory errors affect the agreement of a Trial Balance ? 
How would the following errors affect the Trial Balance ? 


(i) Ram is debited with Rs.112 instead of Rs.121. 
(ii) Goods A/c is wrongly debited in Ledger with Rs. 10,921 instead of 


Rs.10,912. 
(iii) Sham, instead of being debited with Rs. 56, is debited withRs. 65 
Are these compensating errors ? [Ans. No 1 


Which of the following mistakes would not be revealed in the Trial 
Balance ? 
(i) Payment of wages entered in the Cash Book but not in the Wages 

Alc in Ledger. 

(ii) Sale of an old machinery credited to Sales A/c instead of Machiri- 
ery A/c. 

(iii) Purchase of a typewriter entered in Purchases A/c instead of 
Office Machinery A/c. 

(iv) A cash sale of Rs. 240 entered as Rs. 204 in the Sales A/c but 
correctly entered in the Cash Book. [Ans. (ii) and (iit)] 

Explain the errors not disclosed in a Trial Balance ? 

Which of the following errors will cause the Trial Balance to be out of 


balance ? 
(i) Recording a transaction twice in a Subsidiary Book. 
(ii) A debit to an incorrect expense account. 
(iii) A credit to an expense account instead of a credit to an income 
account. 
(iv) Omission to post the discount totals of Cash Book. 
(v) Posting a debit entry to the credit side of an account. 
(vi) A credit to an asset account instead of a debit to aliability account. 
(vii) Omission of posting from the Purchases Book to a Personal 
Account. 
(viii) Omission to record a transaction in a Subsidiary Book. 
(ix) Purchase of an asset entered in the Purchases Book. 
/ [Ans. (iv) (у), (vi), and (vii)] 
What will be the net effect on the Trial Balance of the above errors, if 
the amounts are as folllows : 


(i) Rs. 200, 
(ii) Rs. 50, 
(iii) Rs. 20, 
(iv) Debit total Rs. 30, credit total Rs. 25, 
(v) Rs. 250, 
(vi) Rs. 120. 
(vii) Rs. 50, 


(viii) Rs. 125, and 
(ix) Rs.500. [Ans. Net effect :The debit total will be short by 695] 


To which account will you place the difference іп (b) above and on 


which side ? [Ans. On the debit of Suspense Account] 


186 


19 


17. Give short answers to the following questions : 
(a) Does a Trie! Balance disclose all the errors ? 


What is the main purpose of preparing a Trial Balance ? When should 
it be prepared ? 


Are only real accounts included in a Trial Balance ? If not, why ? 


Are the accounts showing credit balance in the Trial Balance 
liabilities ? 


(b) 


(c) 
(d) 


(е) 
0 


“1, Write up 
Ledger and make o 


June 


Is Trial Balance an account ? If not, why not? 


Why can the Trial Balance not disclose the financial position of a 
business ? 


PRACTICAL EXERCISES 


ut a Trial Balance as on June 30, 19... 


Commenced business with cash 
Deposited in Bank 

Bought goods for cash 

Sold to W. Sons goods 

Bought of В. Bros, goods 

W. Sons pay 

Discount allowed 

Paid to В. Bros, 

W. Sons retum goods 
Deposited in Bank 

Sold to С, Chander goods 
Received cash for goods sold 
Bought goods of D, Dixon 
Jagan Nath Withdraws cash for private use 
Received from C, Chandar 
Discount allowed 

C. Chandar returns goods 

W. Sons buy goods 

Goods returned to D, Dixon 
Returned to B, Bros, goods 

W. Sons pay cash 

Paid В. Bros. cash in full settlement 
W. Sons return goods 

Paid D. Dixon cash 

Discount allowed 

Paid rent 


Cash paid for sundry expenses 


the following transactions of Jagan Nath in proper books ; post to 


Rs. 
5,000 
3,000 
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2. Prepare a Trial Balance as on 31st October, 19.....from the following : 


Bros, 


Rs. Rs. 
Debtors : 
Capital 6,000 Golpali 520 
Cash in hand 2,100 Pankhuri 380 
Cash at Bank 2,500 Creditors : 
Goods A/c (Dr) 581 Rajni 2,950 
Salaries 350 Mini 1,000 
Wages 250 Discount (Cr.) 31 
Furniture 190 Rent 1,000 
Machinery 2,110 
Prepare a Trial Balance as on 30th November, 19... from the following : 
Rs. Rs. 
Capital-Ram 29,000 Customers 
Capital-Sham 24,000 A Rs. 2,000 
Furniture 1,600 B Rs.1,000 3,000 
Creditors Goods (Dr.) 3,000 
X Rs.1,80 Carriage outward 400 
Y Rs.1,400 3,200 Salesmen's Salaries 4,000 
Land and Building 26,000 Rent received from 
General Expenses 200 sub-tenant 1,500 
Cash in hánd 800 Discount allowed 1,300 
Cash at bank 1,800 Discount received 1,400 
Rent 2,000 Machinery 15,000 


4. How will the following erro 
Prepared as on 31st August, 19... ? 


(a) 
(b) 
(c) 
(а) 
(е) 


Wha 
(a) 


(b) 
(c) 


(a) 


(e) 


rs affect the agreement of Trial Balance of Sham 


Goods were purchased from Rama for Rs. 590, but were recorded in 
Purchases Book as Rs. 509. 
The Sales Book for the month was undercast by Rs. 90. 


Cash Rs.100 was received from G. Gulshan on 15th August, It was 
correctly entered on the debit side of the Cash Book. In Ledger, 
however, it was posted to the credit of R.Gulshan. 

Discount Rs.10 was allowed to B. Bankey on 19th August. It was not 


entered in Cash Book. А Li 
The total of Purchases Book while being carried over to the next page 
on 20th August, was copied down as Rs. 751.09 instead of Rs.750.19. 


t will be the effect of the following errors on the Trial Balance ? 
While posting Purchases Book to Ledger, the Personal account of a 
Supplier is debited. 

An entry from the debit side of Cash Book is posted tice, 

The totals of Discount A/c have not been inserted in the Trial Balance. 
Discount allowed amounts to Rs.15 and discount received to Rs. 25. 
B. Brown is credited Rs. 90 short by mistake. 


J. Jone is debited Rs. 90 short by mistake. 
Rent is paid to Landlord. Instead of debiting Rent A/c, his personal 


account has been debited. 
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6. The following Trial Balance of A. Anand was prepared from the ledger 
information given below it. 
Locate the errors, and prepare a corrected Trial Balance. 
TRIAL BALANCE of A. Anand as on 31st March 19. 


Ledger Accounts GE: Dr. Balance Cr. Balance 
| RS Rs 
Cash 725 
Bills Receivable 950 
Machinery 1,050 
Bills Payable ` 500 
Capital, A. Anand | | 2,000 
Misc. Expenses 200 | 
7. Joshi | 500 | 
K. Kuldip | 1375. | 
ч — } 
à | 4,800 | 2,500 
БИ МИРЧЕ НВР — 
mee | сы наар t l7. 


Ledger Information Dr. Total Cr. Total Balance 
Rs. Rs. j Rs. 
Cash £ 5,681 4,956 725 
Bills Receivable 950 ЕЕ 950 
Machinery 2,100 600 1,500 
Bills Payable : — 500 500 
Capital, A. Anand 100 2,100 2,000 
Misc. Expenses 200 үз `200 
J. Joshi 4 781 „#281 500 
К. Kuldip 700 | 2,075 1,375 
: I Е 
10512 | 10,512 


ANSWERS 


1. Cash Balance Rs. 817; Bank Balance R. i ae 
; s. 3,500; D t—Dr. Rs. 35, 
Rs. 12; Purchases Book Rs. 1,140; Sales Book Rs. a ee Inwards Book 
Rs.150; Returns Outwards Book Rs. 200; Trial Biene Rs. 5,260. 
2. Rs.9,981 ; 


3. Rs. 59,100 


4 (0) No effect. This is an error in the books of original entry. 


(6) Te will throw out the Trial Balance, Credit total will be short by RS: К. 


(c) No effect. This i i 
a ded 5 15 an error of posting to a wrong account but on 
(d) 


(e) 


No effect. This is an error of omission. 


It will throw out the Trial Balance by 90 paise more to the debit- 


(6). 


(c) 
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It will throw out the Trial Balance. Debit total will be more by double 
the amount of the entry. 

It will throw out the Trial Balance. Credit total will be more by the 
amount of the entry. 

Credit total will be short by Rs. 10. 

No effect. These are compensating errors. Е 

No effect. This is posting an item to а wrong account but on the correct 
side. 

The balance as shown by Machinery A/c should be Rs.1,500 and not 
Rs.1,050. 

The balance of K. Kuldip should appear in credit column. 
Total of corrected Trial Balance Rs. 3,875. 


E 


8 


Rectification of Errors 


TYPES OF ERRORS 
You have already learnt of two types of errors. These аге: 


1. Errors which do not affect the agreement of Trial Balance. They 
include : 

(a) An omission in the books of original entry. 

(b) A wrong entry in the books of original entry. i 

(c) Posting an entry toa wrong account but on the correct side. 


(8) Errors which make good the effect of each other or compensating 
errors, 


(е) Errors of principle. 


^ As ide 
2. Errors which affect the agreement of Trial Balance. There is a wid 
range of the. 


$е errors. A few examples, however, would suffice : 
(@) Omission in posting or duplicate posting. 

(6) Posting an entry to the wrong side of an account. 

(c) Posting wrong amount by Oversight, 


(d) Wrong totalling or balancing of Subsidiary Books or accounts in 
Ledger, 


These errors may also be 
1, Errors of Omission 


An error of omission takes Place when a transaction is completely 07 
partially unrecorded in books of account, 
Example of a comp, 


‘tai for 
й letely unrecorded transaction. Sold goods to Pillat i 
Rs. 100 but omitted to record it in Sales Book, 


grouped under the following heads : 


E e 
The omission does not affect the agreement of Trial Balance as doubl 

entry is complete even without this transaction. Its effect on accounts WOU 

however, be as follows : 

Dr. Sales Account Cr. Dr. 


Cr. 
Pillai 
Short by Rs, 100 


Short by Rs. 100 


Its effect on Trial Balance would be as follows : 
TRIAL BALANCE 


Ledger Accounts 


Dr. Balance 
Pillai 


Short by 
Sales 


Rs. 100 


(190) 
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Both the debit and credit totals are short by Rs.100 and hence the two 
totals of the Trial Balance would tally. 

Example of a partially unrecorded transaction. Purchased goods from 
Baldev for Rs. 500, entered the transaction in Purchases Book, but omitted to 
Post it to the personal account of Baldev in Ledger. 

This omission would throw out the Trial Balance as double entry is 
disturbed. The total of the credit column of the Trial Balance as compared to 
the total of the debit column would be short by Rs. 500. Its effect on accounts 
would be as follows : 


Dr BALDEV Cr. Dr. PURCHASES ACCOUNT Cr. 
Short by Rs. 500 No effect 
Baldev should 
have been credited 
with Rs. 500. 


The effect of this error on Trial Balance is that the credit total of the Trial 
Balance will be short by Rs. 500. 
2. Errors of Commission 
Errors of commission take place when some transaction is incorrectly 
Tecorded in books of account. 
Examples. (a) The total of Sales Book for the month cf January is 
undercast by Rs. 50. 
i r is that there will be a short credit in the Sales 
Alc Ados И this error, the credit total of the Trial Balance will 
Short by Rs. 50. 5 
(b) While posting the debit side of Cash Book to Ledger, the personal 
account of Bansi is credited in place of Hansi. 


Effect on Ledger Accounts : 
BANSI : cr. Dr. HANSI Cr. 
IC RNC 
Excess credit as Жоп аш м 
Bansi was credited ansi sl 
aas have been 
AV credited. 


Effect on Trial Balance : 
TRIAL BALANCE 


© The effect on Trial Balance is nil as the excess credit and short credit 
Ancel the effect of each other. 


2 
i (c) While posting Sales Book to Ledger, the personal account of Amar 
is debited with Rs. 115.39 instead of Rs. 151.39. 
The effect of this error is that Amar is debited with Rs. 36 (Rs. 151.39- 
Rs. 115.39) short. As a result of this error; the debit total of the Trial Balance 
will be short by Rs. 36. 
(d) A credit purchase of Rs. 350 is posted to the debit of the personal 
account of Sundri, a supplier. 
Effect on Ledger Accounts : 


Dr SUNDRI Cr. Dr. SUNDRI Cr. 
Excess debit Short credit O Excess debit 
Rs. 350 Rs. 350 R Rs. 700 


The error will throw out the Trial Balance by Rs. 700 more to the deus 
This is because there is not only Rs. 350 short on the credit side but Rs. 35 
too much on the debit side of personal account of Sundri. 

3. Errors of Principle 
` Errors of principle take place when a transaction is recorded without 
having regard to the fundamental principles of accounting. 

Examples. (a) Cost of extension of Godown debited to Repairs Al¢ 

Rs. 5,000 

"Cost of extension of Godown’ is'a capital expenditure" and should be 
debited to Godown A/c. By debiting Repairs A/c error of principle 1S 
committed, 


Effect on Ledger Accounts ; 


Dr BUILDING ACCOUNT Cr р, REPAIRS ACCOUNT Ct 
Short by More by Rs. 5,000 
д 5,000 » This account 
15 accoui 
should have debited, ney 
been debited. 


The effect of this error on Trial Balance will be nil as excess debit and 
short debit cancel each other, 


А : it by 
But this error will reduce the net profit 
Rs. 5,000. i cup 


(b) Sold obsolete Machinery for Rs. 2,000 but credited the amount ° 
Sales Alc. 


This is also an error of princi 
receipt. 


Effect on Ledger Accounts : 


Dr ^ MACHINERY ACCOUNT с. py. SALES account © 
0. 
Short by Rs. 2,000, More by Rs: 200, 
This account This account V 
should have been wrongly € f 
credited, 


* For distinction between capital expenditure and е Chapter 
H reve! i se 
SEU AGE E nue expenditure, 


: Б ue 
ple as a capital receipt is regarded a reven 
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The Trial Balance will not be affected as excess credit and short credit 
cancel each other. ` 


RECTIFICATION OF ERRORS 


Whenever an error is discovered, it must be rectified. It does not matter 
to which category the error belongs. > 

The disagreement of Trial Balance is prima facie a case that there is/are 
some error/errors. - 

The topic “Rectification of Errors” requires a sound knowledge of the 
fundamental principles of accounting and their application. You can rectify 
errors only if you understand the nature of errors and their effect on accounts. 

To rectify an error means to remove the effect of that error and to restore 
the correct position. 

For rectification purposes, errors may be classified and discussed under 

€ following two heads : 

І Errors which are found and corrected during the course of the 
accounting period and before the Books are closed. 

П. Errors which are not, or cannot be, found at balancing time so that the 

difference is placed to an account, called Suspense Account, to make the Trial 

alance agree. In subsequent accounting period, the errors are rectified as and 
When they are found. 

The detailed explanation of these is given below : 

Ll Errors Found and Corrected during the Course of the Accounting 
Period, 

They are of two types : 1 

A. One-sided errors. These errors affect only one account and hence 
Cannot be rectified by means ofa Journal Entry. The account which is affected 

Y the error is debited or credited, as the case may be, to rectify the error. 
ok for the month of June is undercast-by 
mj UD d ofa total of Rs.5,000, the total is 
Rs. 4,900). 
Rs 12 Ledger, the error exists in Sales A/c on the 
0 0). To rectify the error, we credit Sales Alc- 
for the month of June-Rs.100”. 
it The total of the Sales Book for the month of June may also be corrected, 
80 desired in the Sales Book itself in the following manner : 


SALES BOOK 


Examples. (a) 


credit side (as it is short by 
“By undercasting of Sales 


June М 
Sales Book undercast by Rs.100 
Rectified total Rs. 5,000 

-Sales A/c in Ledger further credited 
with Rs.100 L.F.— 
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+ ts in 
(b) Rs. 400 received from Basu is wrongly debited to his account 
Ledger. А и 
The ae exists in the personal account of Basu. The difference "ши 
double the amount of the entry as the amount is posted on the prong 0 
The error is rectified by crediting Basu with Rs. 800 of which ааа 
to cancel the effect of the error апі Rs.400 to restore the correct p 
i i ted......" 
“By posting on the wrong side йа ce | Я 
s (c) A sum of Rs. 101.98 given to Yamin is debited to his account 
Rs. 110.98. Я 
eye а min 
Yamin is debited with Rs. 9 excess, To set the position п b 
should be credited with Rs. 9 as "By difference in amount posted o * Я 
(9) While posting Dr. side of Cash Book to Ledger, discount allow 
Shankar Rs. 5 is omitted to be posted. E. 
This means Shankar is credited with Rs. 5 short. The error EL “By 
account of Shankar only. To rectify the error, we credit Shankar. 
omission in posting of discount dated......." 


Же ing 
If, however, an error is found out at an early stage, the method pe. ( 

out the wrong figure and writing the correct one over it may be d erasing 

Every such correction should be initialled. But overfiguring an 

should always be avoided. 


; З ГАВ ё 
Illustration 1. How would you rectify the following errors in the books 0 
0.2 


(а) Returns Inwards Book has been undercast by Rs. 15. ed and 
(6) Discount A/c has not been opened in Ledger. Discounts d epectively 

received during themonthof July amount to Rs.141 and Rs. 113 the стей 
(c) The total of Bills Receivable Book Rs. 1,950 has been posted to 

of Bills Receivable A/c, fRam Lal 
(d) While posting Purchases Book to Ledger, the personal account 0 

has been credited with Rs, 191 instead of Rs, 119. Mohan. ё 
(е) А sale of Rs. 281 has been credited to the personal account of 

customer. debit sid? 
(f) Received cash Rs. 25 from Subhash Chander and entered it on the 

of the Cash Book. It, however, remains unposted. 


ent 
TMIR 
(8) A payment of Rs.100 on account of Rent has been posted twic? 

Alc. 


(h) Anamountof Rs, 125.75 

‚ entered in Sales Book, h 

@ Account of B. Baldev h 
Tetumed by him. 

Q) Anitem of Rs. 75 has been deb; 

(k) A sum of Rs. 240 written off 


E debited to Depreciation A/c, 
Solution ; 


Шу 
опес 
for acredit sale to Bansi Dhar, although © 

as been posted as Rs, 127.55 of 800 
as been debited with Rs, 65 on account 


‚ 57. 
ited to a personsal account as Rs not bem 
as depreciation’ on Machinery has 


a 
s IWF 
(@) The error will be rectified by entering Rs. 150 on the debit side of Retu™ ih of 
ne in Ledger as “To unde; 
SIS” 


on! 
Tasting of Returns Inwards Book for the т 
n 


195 


(b) This error will be rectified by opening Discount A/c in Ledger. 
Dr. DISCOUNT ACCOUNT 


By omission in posting 
the total of Discount 
Received for the 
month of July 


To omission in posting 

the total of Discount 
Allowed for the month 
of July 


113 


(c) This error will be rectified by entering an amount of Rs. 3,900 on the debit 
Side of Bills Receivable A/c “To wrong posting of total of Bills Receivable 
Book on the opposite side on......Rs. 3,900". 

(d) The personal account of Ram Lal has been credited with Rs. 72, i.e, 
(191—119) excess. The error will be rectified by debiting his account with 
Rs. 72, as “To difference in amount posted on....... Rs. 72". 


(е) This error will be rectified by debiting the personal account of Mohan with 


Rs. 562 (double of 281) as “To wrong posting on the credit side dated ... 
Rs. 281 on the debit will cancel the wrong credit and the other Rs .281 


“record the sale on the debit. 
(f) To remove this error, the personal account of Subhash Chander will be 
credited as 
“By omission in posting on........... 
@) This error will be rectified by entering the amountofRs.100on the credit side 
of Rent A/c as 
"By double posting on.........Rs. 100". 


(h) BansiDhar'saccounthas been debited with Rs. 1.80, i.e., (127.55 — 125.75) 
excess. It will be rectified by crediting his personal account with Rs. 1.80 


as 


“By difference in amount posted оп............ Rs. 1.80". 


(Ò В. Baldev's account should have been credited with Rs. 65. It had been 
wrongly debited. To remove the effect of error, his personal account will be 


credited with Rs.130 as 

"By wrong posting of Returns Inwards on....... 
() The personal account has been debited Rs. 18 short, е, (Rs. 75 — 57). To 

rectify the error, we will debit the personal account with the difference as 

“To difference in amount posted оп....... 
(К) This error will be rectified by debiting Depreciation A/c with Rs. 240, as 


ill 


Rs. 130” 


“To omission in posting on....... 
B, Two-sided errórs. These errors affect two accounts ин 
ae are rectified by means of Journal Entries, one account being debited an 
сар Otheraccount being credited. The Journal Entries for rectifying these errors 
© Passed in the following four cases : Ae 
ano, C) When there is an n debit in one account and a short debit in 
"Other асс ЖУЛДУ, 
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Example. Rs.500 paid for Furniture purchased charged to Purchases 


Alc =) 
Effect of Error : 
.Dr FURNITURE ACCOUNT Cr. Dr. PURCHASES ACCOUNT Cr 
Short by Rs. 500 More by Rs. 500 
This Account This Account was 
should have debited by 
been debited. mistake. 
Rectifying entry : 
Fumiture A/c Dr. Rs. 500 500 
To Purchases A/c Rs. 


(Being rectifying entry—amount wrongly 
debited to Purchases A/c transferred to 
Furniture A/c) 


Е 2 j in 
(2) When there is an excess credit in one account and a short credi 
another account. 


ia 
Example. Amount received from K. Kalia wrongly credited to R: Kali 
Rs.100. 


Effect of error : с 
Dr. K. KALIA Cr. Dr. R. KALIA 
Short by Rs. 100 More by Rs. 10° 
K. Kalia should R. Kalia was 
have been credited by 
credited, mistake. 
Rectifying Entry : 
R. Kalia Dr. R 
. Rs.100 
To K. Kalia gs10 
(Being rectifying entry—amount wrongly 
credited to R. Kalia transferred to K. Kalia) дї 
(3) When there i 5 


a е 
5 an excess debit in one account and an excess C" 
another account. 


yas 
Example, Goods were sold to Aziz for Rs. 519 but the amount ' 
wrongly entered in Sales Book as Rs. 591, 


Effect of error : a 
Dr AZIZ C. Dr SALES ACCOUNT © 
More by Rs. 72 re by RS: 
(591-519) ) 
Rectifying entry : 
Sales 2 
Free Dr. Rs. 72 Ез. 7 


(Being rectifying entry for sales to Aziz 
for Rs. 519 wrongly entered as Rs. 591) 
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(4) When there is a short debit in one account and a short credit in 
another account. 
. Example. Goods returned by Rajiv, a customer, are valued at Rs. 870 but 
in the Returns Inwards Book, the amount is wrongly entered as Rs. 780. 


Effect of error : 
Dr RETURN INWARDS A/C Cr. Dr. КАЛУ Cr. 


Shor byRs. 90 Short by Rs. 90 
60-780) (870-780) 


Rectifying entry : 


Returns Inwards A/c Dr. 5.90 
To Rajiv E 

(Being rectifying entry for return of 

800ds by Rajiv for Rs. 870 wrongly 

entered as Rs, 780) 

Illustration 2. How would you rectify the following errors ? Give the necessary 

Journal Entries, | 

(а) Rs. 500 paid for the purchase of a Radio Set for the proprietor debited to 
General Expenses Account. 

(b) A credit purchase of Rs. 205 from Messrs. Man Mohan Chander & Sons has 
not been entered in the Purchases Book but the payment subsequently made 
to them has been debited to their personal account. Е 

(c) An amount of Rs. 250 paid by Kewal Khanna has been credited to the 
account of Kanwal Khanna. 

(a) Goods sold to Messrs. Mohinder & Bhushan for Rs. 350 have been entered 
in the Purchases Book. The entry has been posted to Ledger. 1 

(e) Rs, 1,300, the amount of sale of an old machinery, has been posted to Sales 

ү , 


Account, f | 
() A sum of Rs. 160 paid by way of Rent has been debited to Landlord's 


Personal Account. He 
(8) Rs. 245 cost of repairing the floor of room has been charged to Building 


Rs. 90 


Account. / 
(^) Goods for Rs.125 have been returned by a customer. These od taken 
into stock, but no entry in respect thereof has been made in the ie А 
Oa payment of Rs. 25 made to Harish Bros. for cash purchase of goods from 
„ „Pim stands debited to his account. | 
A Purchase of goods for Rs. 525 from Gill Bros. has been wrongly debited to 
$ Fumiture A/c. 
lution : 


JOURNAL ENTRIES 


Rs. 


50° 


To General Expenses A/c 
(Being the rectification of error 
Caused by debting the personal 
expense of the proprietor to 

General Expenses A/c) 
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(b) 


(с) 


(e) 


@) 


(h) 


0 


JOURNAL ENTRIES 


Purchases A/c 


Dr. 


To Man Mohan Chander & Sons 


(Being the entry to record the 
omission of purchase in the 
Purchases Book on——) 


Kanwal Khanna 

To Kewal Khanna 
(Being the rectification of a wrong 
credit to Kanwal Khanna instead 
of Kewal Khanna) 


(d)| Mohinder & Bhushan Dr. 


To Purchases A/c 
To Sales A/c 


(Being the rectifying entry for sale to 


Mohinder & Bhushan wrongly 
entered in Purchases Book) 


[TTL 


Sales A/c 
To Machinery A/c 


(Being the entry to rectify the wrong 


credit to Sales A/c) 


Rent A/c 
To Landlord 


(Being entry to rectify the wrong 
debit to Landlord) . 


Repairs A/c 
To Building A/c 


(Being rectification of error caused 
by debiting Building A/c for Tepairs) 


Returns Inwards Alc 
To Customer 


(Being the entry for retums inwards 


(0 


Purchases A/c 

To Harish Bros, 
(Being the entry for Tectifying the 
error caused by debiting Harish 
Bros. for a cash purchase) 


Purchases A/c 

To Fumiture A/c 
(Being rectifying entry for error 
caused by debiting Fumiture Alc 
for goods purchased) 


Dr. 


Dr. 


Dr. 


Dr. 


Dr. 


Dr. 


Dr. 


Total 


Rs, 
205 


250 


700 


1,30€ 


160 


245 


125 


25 


525 


205 


250 


350 
350 


1,300 


160 


245 


125 


25 
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Il. Errors which are not found at the time of balancing but are discov- 
ered in the next accounting period. 

, You already know what is to be done if a Trial Balance does not tally, 
Given sufficient time itis true all errors can be located: But final accounts have 
10 be prepared within a reasonable time after the close of the year, if they are 
tobeof any use to the proprietors. If, in spite of best efforts, the Trial Balance 
does not tally, the difference is placed to a special account called “Suspense 
Ale “or Difference in Books A/c” and the Trial Balance is thus made to agree. 


Let us take an example to explain the point. Assuming the Purchases 
Book for the month of August 1988 is undercast by Rs. 200, the Trial Balance 
nu 31st December, 1988 will be Rs. 200 short on the debit side. The Trial 

alance will be made to tally by placing the difference to the debit of the 
Suspense A/c. If, on checking, the error is located at the end of the year, the 
Uspense A/c will be eliminated. Otherwise, it will appear on the assets side 
of the Balance Sheet, It will appear on the assets or liabilities side of the 
ance Sheet depending on the nature of its balance. If it shows a debit 
ance, then, till the error is located, it is shown on the assets side of the 
lance Sheet. If it shows a credit balance, it is shown on the liabilities side 
oF the Balance Sheet. 
0 In the above example, when the books for the next accounting period are 
ged, Suspense A/c would show a debit balance of Rs. 200. Let us say the 
oris found in the month of February, 1989. It would be rectified as follows: 


1 
89 Fep, Profit and Loss Adjustment A/c Dr. Rs. 200 
Rs. 200 


To Suspense A/c 
(Being undercasting of Purchases 
Book for August 1988, now 
adjusted) 
The effect of adjusting entry will be as follows : 
Will The S'spense A/c will be closed. The Profit and Loss Adjustment A/c 
Closed by transfer to Capital A/c. 

А question тау be asked as to why Profit and Loss Adjustment A/c has 
ing Dita instead of Purchases A/c. The reason should be obvious to an 
198 "Bent student, Purchases made in 1988 cannot be treated as Purchases of 
in gg 4^ error was made in 1988 unintentionally. If Purchases A/c is debited 

89, We will be making an error deliberately as the profit for the year 1989 

understated, which should not be the case. ^ Ns 
ikewise ing to nominal accounts, which are discovered in 
т next RE нр] Would be rectified through Profit and Loss 
"üstment Ak. 


te Note, If this error had been found in the year 1988 it would have been 
tified by debiting the Purchases A/c with Rs. 200. Then it would have been 


ч 


200 


e-sided error, butonce the difference is placed to Suspense A/c it becomes 
аопе- 2 


two-sided error, and is rectified by means of a Journal Entry as explained 
TRE 
above. 


Before proceeding further, you must grasp this point thoroughly. The 
uestions set in the examinations are usually of the type where the difference 
tae been placed to a Suspense A/c. 


: Inthe example given above we assumed that there was only one error. But 
actually there may be a number of errors and in that case the difference 
between the two sides of the Trial Balance will be cum 
all these errors. When all these errors are 
Suspense A/c must not show any balance. If th 
A/c it means that there are still some errors n 


ulative (net) effect of 
discovered and rectified, the 
ere is a balance in the Suspense 


ot yet found. 
It should now be sufficiently clear, that all one 


difference is placed to Suspense A/c are rectified bym 
one part of the Journal entries being always the 


However, note the followin; 
from the Trial Bal 


-sided errors, after the 
eans of Journal entries, 
“Suspense A/c”. 


toclose the Suspense A/c and there will be no need for the J ournal entry. This 
is because the omitted balance is already there in the books and it has only to 
be included in the Tri 
discovered in th 


to find out the effect of errors on the gross profit, 
het profit and Balance Sheet, 


Errors relating to Real and Personal accounts affect the Balance Sheet and 
the errors relatin: i 


case may be. 


The Balance Sheet is affected through errors in Real and Personal 
accounts and as a result of these errors the assets and liabilities might be 
Overstated or understated, 


SUSPENSE ACCOUNT OPENED DURING THE COURSE OF THE YEAR 
There is one more use of Suspense A/c, Sy 
from Ram but omit to rec 


cord it on the debi 


PPose you receive Rs.1,000 
evening when you countcash in han d. youfin 


t side of the'Cash Book. In p 
dasurplus of Rs. 1,000. Then Yo 
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tecollect that you received the amount from acustomer but fail to recollect his 
name. In such a case, you write the amount on the debit side of the Cash Book 
as ‘ To Suspense A/c’. When the Cash Book is posted to Ledger, Suspense 
A/c would show a credit balance, 

Subsequently when it is found out that the amount was received from 
Ram, the following rectifying entry is passed : 

Suspense A/c Dr. Rs. 1,000 

To Ram Rs. 1,000 

(Being amount received from Ram 

Placed to Suspense A/c now adjusted) 

When this rectifying entry is passed, Suspense A/c is closed and Ram is 
Credited. ] 

Illustration 3. An accountant while balancing his books on 31st March 1989 
finds that the credit total of the Trial Balance is short by Rs.7,831. The difference is 
Placed to the Suspense A/c to reconcile the Trial Balance. 

On going through the books, the following errors are discovered whichhe: rectifies 
9n31st March, 1989. 

(а) AdiscountofRs.789 allowed to Ram Bihari has been credited to his Personal 


account as Rs.798. 
(b) The Sales Book for the month of March, 1989 has been undercast by 


Rs.1,000. 

(с) A cheque drawn for Wages on 7th March, 1989, for Rs. 5,100 was correctly 
entered in Cash Book, but was posted to Wages A/c as Rs. 5,010. 

(d) A sum of Rs.750 writien off as Depreciation on Machinery has not been 
posted to Depreciation A/c. 4 

(e) Analmirah costing Rs. 2,500 had been debited to Purchases A/c. _ 

Discount received in January, 1989, Rs. 590 posted to the wrong side of 


Discount A/c. ТКМ, ] 
(е) Rs.100 paid forpostage in March, 1988 was entered in the ‘Amount’ Column 


of Petty Cash Book, butnot extended in the appropriate analysis column, the 


totals of which were posted. 1 e 
(А) Rs. 4,500 paid for repairs to Building was debited to Building A/c as 
Rs. 5,400. ч 3 
G) Rs. 2,850 received from Satish was posted to the PA of his aro 
Give Journal Entries to rectify these errors and prepare the Suspens $ 


Solution ; 


Ram Bihari 
To Suspense A/c 

(Being the rectification of error caused 

by crediting Ram Bihari with Rs.798 

instead of Rs.789 on account of discount 

allowed to him.) 
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EE Palla iS cal 
1989 | (Ьу | Suspense Ale рс 1,000 
March 


1,000 |00 

To Sales A/c 

31 (Being the rectification of error caused 

by undercasting of sales Book of the 
month of March, 1989) 

© | 


Wages A/c Dr. 90 |00 90 |o 
To Suspense A/c 

(Being the rectification of error caused 

by debiting Wages A/c on 7th March, 

1989 with Rs.5,010 instead of Rs. 5,100) 


(d) | Depreciation A/c 
To Suspense A/c 
(Being the rectification of error of 
omission in debiting Depreciation A/c) 
(e) [SCR Alc =) 2,500 |00 2500 00 
To Purchases A/c \ $ 
(Being the rectifying entry to set right 
the wrong debit to Purchases Alc for 
almirah) 


\ 
uibem mem A RUM 
To Discount A/c 


(Being the Tectifying entry to set right the 
‘Wrong debit of Rs.590 to Discount A/c 


in January, 1989 which should have 
been Credited) 


(8) | Postage Ајс D 100500 P 
To Suspense A/c У d 

Peng the rectifying entry to set tight 

the omission in ing the am, 

in Analysis Column of h Be 


00 
p: т 750 |00 


1,180 00 


(h) | Repairs A/c 


d 4,500 
To Building Ale Dr. 900 


3s 
$9 


5400 


0 
To Satish Dr. 5,700 |00 | 5400 
i rectifying entry to 

Tight the ; act 

of Sagas debit to the account 


2,850 whi 
have is E Which Should 


A 


To Sales A/c (b) 1,000 | 00 | Mar. 81 


To Discount 1,180 | 00 

Alc (f) 

To Building 900 | 00 
Alc (h) 

To Satish (i) 5,700 | 00 


By Difference in 
Trial Balance 
By Ram Bihari 
(а) 
By Wages A/c 
(с) 
By Deprecia- 
tion А/с (а) 
By Postage 
Alc @) 
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100 


8,780 


Illustration 4. In the previous Illustration, what will be the rectifying entries if 
the errors are discovered in the next accounting period beginning on 1st April, 1989 ? 


Solution : 
JOURNAL А ' 
Rs. | P. Rs. | P. 
1989 (a) | Ram Bihari Dr. 9 loo ; 
To Suspense A/c 9.00 
(Being the rectification of error caused 
by crediting Ram Bihari with Rs. 798 
instead of Rs. 789 on account of discount 
allowed to him) 
(b) Suspense A/c Dr. 1,000 |00 
To Profit & Loss Adjustment A/c 1,000 |00 
(Being the rectification of error caused 
by undercasting of Sales Book of the 
month of March of the previous 
accounting period) 
(c) Profit & Loss Adjustment A/c Dr. | 90 |00 
To Suspense A/c 90 [00 
(Being the rectification of error 
caused by debiting wages A/c on 7th 
\ March, 1989 (previous year) with 
L Rs. 5,010 instead of Rs. 5,100) 
(d) Profit & Loss Adjustment A/c Dr. 750 |00 S 
'To Suspense A/c 750 |00 
(Being the rectification of error 
of omission in debiting 
Depreciation A/c previous year) 
(e) Fumiture A/c Dr. 2,500 |00 
To Profit & Loss Adjustment A/c 2,500 |00 
(Being the rectifying entry to set right 
the wrong debit made to Purchases A/c 
last year for Almirah) 
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Rs. |Р. 
с Dr. Rs. |р 

NO еы and Loss Adjustment A/c 1,180 |00 1,180 | 00 
(Being the rectifying entry to set right 
the wrong debit of Rs. 590 to Discount 
Alc in January 1989 which should 
have been credited) 


(g) | Profit & Loss Adjustment A/c Dr. | 

To Suspense A/c 

(Being the rectifying entry to set right 

the omission in recording the amount in 

Analysis Column of Petty Cash Book 

for March 1989) 

| Se Teu] 

(А) | Profit & Loss Adjustment A/c Dr. 4,500 | 00 

Suspense A/c Dr. 900 | 00 
To Building A/c 

(Being the rectifying entry to set right, 

the wrong debit to Building A/c last 

year of Rs.5,400. Of this amount 

Rs. 4,500 should have been debited to 

Repairs A/c) 

(0 | Suspense A/c Dr. 5,700 | 00 
To Satish 

(Being the Tectifying entry to set Tight 

the wrong debit to Satish in Previous 

year of Rs.2,850 who should have 


been credited with this amount.) 2 
Note. Entry (e). Recti 


fying entry for depreciation-on Furniture for the yea" 
1988-89 will also have to be passed in the year 1989-90, 
To set right short 


00 
100 100100 


5,400 | 00 


5,700 |.00 


Provision of depreciation on Furniture in 1988-89, the 
entry will be : » 
Profit & Loss Adjustment Alc Dr. 
To Furniture A/c У 
in 1988-89. the, Т Provision of depreciation on Building 
Building A/c Dr. 
To Profit & Loss Adjustment Alc 


(с) Obsolet 


© machinery sold for Rs. 7,100 
(d) The total 9f the Discount Coli v 


been credited to Sales A/C- 
umn 


‘ot 
on the credit side of the Cash Book 
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December 1988 Rs. 390 had not been Posted to Discount A/c. У 
(е) TheSales Book for September 1988 had beenoveradded on two pagesby Rs. 
1,000 and 2,000 
() The total of Sales Returns Bookfor the year 1988-89 on folio 59, amounting 
to Rs.3,100 had been carried forward as Rs. 3,010. 
(2) Rs.3,850 received from Rash Bihari had been debited to his account. 
How would you rectify these errors ? What types of errors are these? What would 
be their effect on the accounts of year 1989-90 ? 


Solution ; 


JOURNAL 
Rs| P Rs, | P 
1989| (a) | Profit & Loss Adjustment A/c Dr. 5,000| 00 | - 
To Suspense A/c 5,000 |00 
(Being rectifying entry for undercasting 
of Purchases Book in October 1988) | 
(6)| Bills Receivable A/c Dr. 2,500! 00 
Bills Payable A/c Dr. ! 2,500] 00 
To Customer n] 5,000 |00 
(Being rectifying entry to set right the | 
recording of Bills Receivable in Pills | 
Payable Book on 10th March, 1988) | 
(с) | Profit & Loss Adjustment A/c Dr. 7,100] 00 
To Machinery A/c 7,100 |00 
(Being rectifying entry to set right 
the wrong credit to Sales A/c for 
Machinery sold) 
(а Suspense A/c Dr. 390| 00 
To Profit & Loss Adjustment A/c 390 {00 
(Being rectifying entry for omission in 
Posting of discount on the credit of 
Cash Book for December, 1988) = 
€) | Profit & Loss Adjustment A/c Dr. 3,000) 00 
To Suspense A/c 3,000 | 00 
(Being rectifying entry to set right 
Overcasting of Sales Book in 
September, 1988) 
Ф| Profit & Loss Adjustment Alc От. 90| 00 
To Suspense A/c 90 |00 
(Being rectifying entry to set right the 
difference in carrying forward the total 
of Sales Retums Book for 1988-89 
оп folio 59) 
(в) | Suspense A/c Dr. 7.700| 00 
To Rash Bihari A/c 7,700 |00 
(Being rectifying entry to set right the 
wrong debit to Rash Bihari's personal A/¢ 
which should have been credited) 
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(а), (b), (e), (f) and (g) are errors of commission. 
(c) is an error of principle, and 
(а) is an error of omission. 


Collectively, these errors will be called compensating errors as they do 
` not affect the agreement of the Trial Balance. 


Dr. SUSPENSE ACCOUNT Es 


. | To Profit & Loss 
3 Adjustment A/c (d) 
То Rash Bihari (g) 


By Profit & Loss 
Adjustment A/c (a) 
By Profit & Loss 
Adjustment A/c (e) 
By Profit &Loss 
Adjustment A/c (f) 


5,000 


3,000 


To find out net effect of the errors in the year 1989-90, prepare 
Profit & Loss Adjustment A/c and transfer its balance to Capital A/c 


Dr. 


PROFIT. AND LOSS ADJUSTMENT ACCOUNT ex 


To Suspense A/c (a) 


Rs. 
0 
By Suspense A/c (4) 2 
To Machinery A/c (b) By Capital A/c 800 
To Suspense A/c (е) (transfer) 14; 
To Suspense A/c (f) 


Capital in 1989-90 will be decreased by Rs.14,800. i 

Note: Sometimes, the balance as shown by Suspense A/c is not given a 
the question. In such a case, the question should be worked out and the ms 
effect of the entries on the Suspense A/c found out. If the net effect is more t 


the debit of Suspense A/c, the opening balance of this Account shall be acr E 
balance (the amount bein 


B Lp se 
r g the equivalent of net effect on entries in Suspen 
A/c) and vice-versa 


TEST QUESTIONS 


^ 8 of 
1. What precautions should be taken while rectifying errors in books 
account ? 


i; ef 
2. What are different types of errors ? How are they rectified before and p 
the preparation of Trial Balance ? 


3. If the Trial Balance doe: 
Necessary st 


jme 
eps to locate the errors 
further ? 


ui 
5 not tally at the close of the year after 2 ceed 
have been taken, what should be done to P?' 
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her 4. Whatare the different types of errors that are usually committed in recording 
usiness transactions ? e (All India SSCE 1982) 


5. What are errors of omission and commission ? How do they occur ? 
6. What are errors of principle ? How do the 
К ? у affect the profit 
business ? Do they also affect the Balance Sheet ? POR oe 
м 7. Whatisa‘‘Suspense Account ?" When is it made use of? Whatdoes balance 
of this Account represent ? . 
8. Describe briefly the nature of one-sided errors. How are they rectified before 
and after the preparation of the Trial Balance ? 
9. Write short notes оп: 
(a) Errors of Principle 
(b) Compensating errors 
(c) Errors of Omission 
(d) Errors of Commission 
(e) Rectifying Entries 
j (f) Suspense Account. 
10. Give short answer to the following : 
(a) Whatis the effect of errors of omission ? 
(b) When will the error of principle take place ? 


(c) What is the effect of the errors of principle ? 
(d) What is the effect on рош and loss account of compensatory errors ? 


\ 


PRACTICAL EXERCISES — I 


1. The Book-keeper of a firm has made the following mistakes in posting : 
(a) A sum of Rs. 1,600 paid by way of rent was debited to Landlord's 
personal account. 
(b) Furniture sold for Rs. 900 has been posted to Cash Sales Account. 
(c) Ап amount of Rs. 4,000 withdrawn by the proprietor for his personal 


use has been debited to Trade Expenses Account. 
(d) Rs.4,500, the cost of repairing the floor of aroom, has been charged to 


Building Account. 4 
Pass entries necessary to rectify the above mistakes. 


2. Give the necessary entries to correct the following errors : 


19... 
Jan 6 Ез.52тесеїуей!тот1 Н. Hans has been posted to the credit of T. Hans’s 


Account. К ; 
11 New machinery costing Rs. 6,000 has been debited to Machinery 


Repairs Account. 
30 Private Expenses, Rs. 2,100, have been posted to Office Expenses 


Account. в f 
Debit and Credit totals of Discount Columns in the Cash Book which 


31 
cometo Rs. 40 and Rs. 37 respectively have not been posted to Discount 


Account. 
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3. How would the following errors in the books of a business affect the accounts 


of the same ? 
(а) 
(b) 
(c) 
(a) 
(е) 
0 


(a) 
(b) 
(c) 
(d) 
(е) 


5. Write out the Jo 


Show corrective journal entries for them ? 


Rs. 350 for goods sold to H. Chandu posted to the debit of T.Chandu. 
Rs. 160 cash received posted to the credit of H. Bakshi, a partner, 
instead of to H_ Bakshi, a customer. 


Rs. 1,520 posted to Office Expenses Account for the purchase of four 
chairs. 

Rs. 140 posted to debit of Stationery Account, instead of Bharat Ram, 
in payment of his account. 


Rs. 4,000 for wages to workmen for erecting the firm'snew machinery, 
charged to Wages Account. 


Rs. 300, cost of repairing roof of a shed, charged to Building Account. 


Give Journal Entries necessary to rectify the following errors : 


A purchase of goods from David amounting to Rs. 150 has been 
wrongly entered in the Sales Book. 
A credit sale of Rs. 120 to Peter has 
Purchases Book. 

Rs. 300 salary paid to the Cashier, В. Naidu, stands wrongly debited 
to his personal account, 

Rs. 100received from Shaw & Co., have been wron gly entered as from 
Shah & Co, 

Paid solicitor L. Mohan a cheque for Rs. 100 for some legal work but 
book-keeper by mistake opened an account for L. Mohan and posted it 
to that account. 


Кештей some unsatisfactory goods worth Rs, 500 to С. Chatterji, but 
the book-keeper entered those returns in the Sales Book. 


mal entries to Tectify the 


been wrongly passed through the 


following errors using ‘Suspense 
Account’ where necessary : 8 8 


G) 


Gi) 
(iii) 


(v) 


6. Rectify the following errors : 


(0 
Gi) 
(iii) 
@) 


Goods of the value of 
the Sales Day Book 
Acreditpurchase of 


Rs. 200 retumed by Mr. Narang were entered in 
and posted therefrom to the credit of his account. 


' (Delhi Board SSCE 1983) 


A sale of goods to Raja Ram fi through the 
Pürchases book. Or Rs. 2,500 was passed 


abu was wro ited ‘o his pe: con 
account. u Was wrongly debited ‘о his p 
Furniture Purchased on credit fr as 
om M. 1 . 1,000 м 
entered in the Purchases Boo phan Siugh'for Rs 


k. 
Rs. 5,000 ; es sie 
Repairs Аессошщы *tTSion of buildings was debited to Building 


9. 


necessary to correct them. 


10. 


June 30 Thecostof installing a machini 
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(v) Goods retumed by Mani Ram of Rs. 1,200 were entered in the 
Retums Outwards Book. ч (Dethi Board SSCE 1985) 


Rectify the following errors : 1 
(i) A sale of furniture of Rs. 700 had been credited to Sales Account. 

(ii) Rs. 1,000 paid as rent to landlord was debited to Landlord Neca: 

(iii) Materials from Store Rs. 1,000 and wages Rs. 400 had been used in. 
making tools and implements for use in own factory, but no adjust- 
ments were made in the books. 

(iv) Purchases Book was overcast by Rs.100. 

(у) A sale of Rs. 500 to Gupta & Co., was credited to their account 

(All India SSCE 1982) 

Rectify the following erzors : 

(a) Sales Book has been undercast by Rs. 100. 

(b) Goods sold to Ram Chandra for Rs. 100.03 have been posted to 
Krishna's Account as Rs. 110.03. 

(c) Goods purchased from Messrs Janki Prasad & Co., for Rs. 279 have 


, been debited to their account. 
(d) Cash received from Abdul Gani Rs. 59.44 credited in his account as 


Rs. 54.94. 
(e) Purchase of Office Stationery for Rs. 200 debited to Purchases 


Account. 

(f) Cheque of Rs. 250 paid 
Account. 

(g) Discount allowed Rs. 50 
Account. 

(h) Total in the Purchases Book 
Rs. 989. 

The following errors were made in the books of R 


to Babu Lal had been debited to Sham Lal's 
had been credited in Discount Allowed 


was carried forward as Rs. 898 instead of 
am. Give the entries 


Rs. 20 was allowed to R. Krishnan and was credited to 
his account but no entry was made in the Cash Book. 
(b) Rs. 4,500 cost of repairing the roof of a shed was charged to Buildings 
Account in place of Repairs Account. 
(c) Rs. 10,000 paid for Furniture purchased, has been charged to the 


ordinary Purchases Account. 

(d) Inthe Sales Book, a sale of Rs. 10,000 to A.B. & Co., has been entered 
as Rs. 1,000. 

(e) Payment to landlo 
the books as Rs. 4,500 

(f) AnamountofRs. 9,000 


was paid to Mr. Baldev. 
(g) Anamount of Rs. 2,000 was received from B. & Co., being refund of 


advance made to them but this was shown as receipt against Sales. 
Show by means of. journal entries, how the following would be recorded or, 


(a) Cash discount 


rd of Rent amounting to Rs. 4,000 has been shown in 


was paid to Mr. Anand, but was shown as if it 


if Necessary, corrected in the books of Raja Bros. 


ine Rs. 8,500 had been debited to the 
Repairs Account. 
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Sep. 
Noy. 
Mar. 


ll. Give the entries 


following : 


(a) 
(b) 
(c) 


(a) 
(е) 
0 


12. Show how you wo 
with due narrations as are 


(а) 
(6) 


(с) 


31 


31 


30 Goods valued atRs.450 were sold to J. Johnson but were incorrectly 
charged against J. Jones. 
10 Office Furniture was sold for Rs. 250 to К. Rafi on credit. 


31 Adebit of Rs. 40 due from A. Arya was found to be irrecoverable 
and written off as a Bad Debt. 


31 Stock in trade on this day (which is the close of the financial year) 
was valued at Rs. 7,240. 
31 Staff Salaries owing at this date amount to Rs. 750. f 
31 The balance of Rs. 3,000 in the Machinery Account was written 
by 15 percent. 
eee нн for Bad and Doubtful Debts was decreased 
from Rs. 390 to Rs. 300. 


3 jer was 
Rs. 500 recovered on account of a bad debt written off earlier w: 
credited to customer's account. 


which would appear in a trader's journal to deal with the 


A debt of Rs. 1,100 due from P. Nathan was considered to be worthless 
and accordingly written off. edit 
Anew piece of Machinery was purchased from Dada Bros., one 
terms at a cost of Ёз. 9,150, Rs. 850 were spent on its installation. " 
It was discovered that a sale which had been posted to Wardhrajan 
account from the Sales Book actually concerned Markandey Singh- 
The amount involved was Rs, 12,340. 1 
Machinery valued at Rs. 50,000 purchased on credit from Excel Eng 
neering Co., had been debited to the Purchases Account. h 
When paying Hafiz a Creditor, the trader had deducted Rs. 500 as cas 
discount, Hafiz had disallowed this discount. ited to 
Depreciation of Rs. 20,000 on Motor Vehicles had been credit 
Fixtures and Fittings Account, 

uld correct the follow 
Necessary : 
An amount of Rs. 105.8 
Correctly entered in the $ 
А credit purchase of good: 
been entered in the Purch: 
been debited to his Ре; 
Wages paid Rs. 1,267. 
to Salaries and Wages 


m B tries 
ing errors, giving journal en 


5 for a credit sale to C.P. Gupta, UT 
ales Book, has been posted as Rs. 115- dk 
5 amounting to Rs. 125 from Vikram has d 
ases Book, but the payment made later on 
tsonal Account, У bited 
50 for installation of anew machine, аге де 
Account, "b 
h paid for the. purchase of a Radio Set for 


ebited to General Expenses Account. - nal 
aclerkduetohim has been debited to his Pers 
Account, 
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(b) Damaged Goods Rs. 140 received from J. Brown were returned to him 
and posted to the debit of Allowances Account. 
(c) A Bill Payable for Rs. 1,000 accepted in favour of R. Rastogi, was 
entered in the Bills Receivable Book and posted to the credit of 
R. Rastogi. 2 
(d) A credit sale of Rs. 260 was credited correctly but was debited to the 
customer's account as Rs. 206. 
14. On 31st March, 19.....Ram's Profit & Loss A/c showed a net profit of 
Rs. 6,720. He finds that he has omitted some entries : 
(i) Goods costing Rs. 650 were sent to a customer on sale or return basis 
for Rs. 750. The entry was made in the Sales Book but the customer has 
not informed regarding their acceptance by 31st March, 19..... 
(ii) Wages outstanding Rs. 350 has not been taken into account. 
(iii) In March, 19.....» he spent Rs. 500 on constructing a cycle shed which 
had been wrongly debited to repairs A/c. 
(iv) Unexpired Insurance Rs. 200 had not been taken into account while 


У preparing Profit & Loss A/c. pe 
iPass necessury Journal entries to correct the errors and omissions. 


(All India SSCE 1983 ) 


15. The Trial Balance of a book-keeper shows an excess of debits over credits 
by Rs. 361. This difference is placed in a suspense account and books are closed. Later 
on the following errors are discovered. Rectify. 


(i) A credit item of Rs. 249 has been debited to a personal account as 


Rs. 429. 

(i) Rs. 900: paid for furniture bought have been charged to purchases 
account. 

(iii) A discount allowed to acustomer 
place of Rs.154. 

(iv) The total of Returns Inward Book has been added Rs.10 short. 


(у) A cheque for Rs.100 for petty cash was not posted into Petty Cash 
Alc. (Delhi Board SSCE, 1978) 


has been credited to him as Rs.145 in 


PRACTICAL EXERCISES — П 


balances in the form of a Trial Balance and insert 


1. (a) Setoutthe following 
two totals agree : 


the Suspense Account necessary to make the 
i Jj i s. 27,000; Purchases 

Capital Rs. 42,000; Sales Rs. 1,00,000; Opening Stock Rs. 27,000; 
Rs. $500 Weste Rs.12,000; Rent Rs. 4,950; Furniture Rs. 18,600; Cash Rs. 16,800; 


Debtors Rs. 2,010; Creditors Rs. 8,000. 5 | , 
(b) The mistake in the books is found to be due to Raja’s account being credited 


instead of being debited with Rs. 570. M. | 
Show the double entry to correct the mistake and eliminate the Suspense Account. 


2. How would you rectify the following errors discovered after the preparation 
of the Trial Balance ? 
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() Anaccountof Rs. 15representing Cash Discount allowed by A.Goswami 
on payment of his account stands debited to his account in the Ledger, 
but is not shown in the Discount Column against the payment entry in 
the Cash Book. 

Gi) An item of Rs.7,500 paid for the purchase of a Gas Engine has been 
debited to Cash Purchases Account from the Cash Book. 

(iii) Anitemof Rs. 2,000 for purchase of Office Furniture has been wrongly 
2 passed through the Purchases Book. 
(v) Ап amount of Rs.105.94 for a credit sale to Ramesh Puri although 
correctly entered in the Sales Book has been wrongly posted as 
Rs. 165.94. 

(0) ActeditsaleofRs.750to Rakesh Saigal duly entered in the Sales Book 

has been credited to Rakesh Saigal's account. 


3. ThebooksofMessrs Raju & Bhola were balanced on31st March, 1989. The 
following mistakes were discovei 


тей in the next year : 


(а) A раѕепріпе costing Rs. 450 has been debited to “Purchase Account” 
instead of “Machinery and Plant Account". 
(b) Anamount of Rs. 15 


Shyam, the balance 
(с) A cheque amounting to Rs. 


(d) Goods amounting to Rs, 520, 


(d) The Sales Book had been overadded Rs,1,050, 
You are Tequired to show — 
(the adjusting ; i 
т a ud Journal entries necessary to correct the errors on 31st 
(ii) the adjusted profit for th justi = 
being Rs. 35530, ^ ® Yeth the Profit before adjusting the erro 
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Account, Journalise all the correcting entries and write up the Suspense Account. 
(a) Rs. 250 paid for repairs had been correctly entered in the Cash Book 


but entered as Rs. 520 in the Repairs Account. 


(b) Кап! private telephone billof Rs. 110 has been charged by error to the 


Postage and Telephone Account. (It must now be treated as drawings). 


(c) The Sales Book total (transferred to Sales Account) has been overcast 


by Rs: 100. 


(d) A retum of goods costing Rs.150 which were bought from Fiddali had 


been entered on the wrong side of his account. 


(е) Wages paid Rs. 205 for installation of new machinery are debited to 


Wages Account. А 


6. When preparing the Trial Balance of L. Bahadur, it is found that the totals 


ег. 


On checking the transactions іп the books, the following errors were 


found : 


(a) Bank Charges amounting to Rs.10.34 had been entered in the Cash 


Book but not posted to the Ledger. 


(b) The Sales Book had been undercast by Rs. 100. 
(c) A cheque received from J. Green for Rs. 210 had been posted to the 


ledger to the account of A. Green. 


(d) Е. Wajadali requested for a further copy of theinvoice for asale tohim 


amounting to Rs. 240.35 and this duplicate copy was entered in the 
Sales Book and posted to Wajadali’s account in error. 


g The difference in the Trial Balance drawn up previously had been placed ina 
Uspense Account. 


Draft 


7. State concisely the circumstances whic 


the Journal entries to correct these errors. 
h would have given rise to the 


following journal entries in the books of G. Grover, a manufacturer : 
Rs. Rs. 

(а) Bad Debts Provision Account Dr. 1,000 
To Profit and Loss Account 1,000 

(b)  Ajit(a Buyer) Dr. 100 
To Discount Allowed Account 100 

(c) Machinery Account Dr. 2,000 
To Wages Account 2,000 
(d) Machinery Account Dr. 500 
500 


8. Thefinalaccounts of a business were pr 


To Depreciation Account 
epared from a faulty Trial Balance. 


Later the following errors were discovered : 


(a) 
(b) 


(c) 
(d) 


The Purchases Book had been undercast by Rs. 1,000. 

A payment of Rs. 150 in respect of retreading of a tyre for the firm’s 
delivery van had been debited to the Delivery Van Account. 
Discount total of Rs. 500 on the credit side of the Cash Book had been 
posted to the wrong side of the Discount Account. 

The salaries figure included Rs. 200 withdrawn by the proprietor for 
payment of rent of his private house. : 
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(€ Aeredit note for Rs.320 received from a supplier in respect of goods 
returned to him had not been passed through the books. 


You are required — 
(G) to show, by the use of the Journal, how these errors should be 
rectified ; and 


(i) to state what effect, if any, each of the errors had on the net profit of the 
last year. 


9. In taking out a Trial Balance, a book-keeper finds that the total of the credit 
side exceeds that of the debit side by Rs. 437. He places the difference to a Suspense 
Account which is carried forward. 

* Next year the following mistakes were discovered : 
() Ап item of Rs. 53 had been debited to a Personal Alc as Rs. 35. 
(ii) A sum of Rs. 400 written off as depreciation on machinery was not 
debited to the Depreciation Account. 
(i) AsumofRs. 12 discount allowed to acustomer had been credited to the 


(b) Goods purchased for Rs, 4 


02 from Ram Rattan had been credited to his 
account as Rs, 420, 


but not debited to Janaki, 
(f) Account of Sharma had 


been debited wi t of goods 
returned by him, with Rs. 85 on account of g 


Rs. 38.16, PRs. 83.61 had been debited to a personal account 25 


(b) Asum of Rs. 62.62 writte; 


П off fixtures as dı iati d not been 
posted to Depreciation Account. ч, 


(c) Rs.1,000 aid f А 9 
chases xd pope Purchased had been charged to the Pur 
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(d) Adiscount of Rs. 15.28 allowed to a customer had been credited to him 
as Rs. 15.82. 
(e) The total of the Retums Inwards Book had been added rupee one short. 
(f An item of sales for Rs..68 was posted as Rs.86 іп the Sales Account. 
Give the correcting entries and prepare the Suspense Account. 

12. A difference on a set of books has been carried to a Suspense Account, and 
you are asked by the proprietor of the business to trace the difference. On'investigation 
you find that it is caused by the following errors : 

(а) Atotalinthe Sales Day Book of Rs.765 was carried forward as Rs.756. 

(b) A payment of Rs.20 for goods purchased from A. Baijal had been 
posted twice, once to the debit of the personal account and then to the 
Cash Purchases. 

(c) The June discounts received and allowed amounting to Rs.100 and 
Rs.120 respectively, had been posted to the wrong sidesofthe Discount 


Account. 
(d) A second-hand scooter was purchased from Ram. When the cheque for 


Rs.4,000 was paid to him, it was posted to hiscreditin the Sales Ledger. 
(e) The debit side of the General Expenses Account had been undercast by 
Rs. 50. 
Show the Suspense Account asi 
13. The Trial Balance of a firm on 31st March, 1989 had agreed, and the final 
accounts prepared. The following errors were subsequently discovered : 
(i) On31st March, 1989 goods of the value of Rs. 376 were returned by 
Ram Saran and were taken into stock on the same date, butno entry was 


passed in the books. . 
(й) An account of Rs. 236 due from Lalta Prasad, which had been written 
off as a bad debt in a previous year, was unexpectedly recovered, and 
had been posted to the personal account of Lalta Prasad. 
(iii) New Tools, costing Rs. 1,155, purchased during the year had been 
entered in the Purchases Book and duly posted to Purchases Account. 
(iv) Repairs to plant, amounting to Rs. 567, had been charged to Plant and 


Machinery Account. , 
(v) A cheque for Rs.128 received from Farid Alam was dishonoured and 


had been posted to the debit of Sales Returns Account. ` 


Give the rectifying journal entries. ч 
14. You are presented witha Trial Balance showing a difference which has been 
Carried to Suspense Account and the following errors are subsequently discovered : 
(i) Goods amounting to Rs. 660 sold to White were correctly entered in the 
Sales Book but posted to White’s account as Rs. 760. The total sales 
for the month were also overcast by Rs. 100. 
(i) Acashsale of Rs.150to Brown, correctly entered in the Cash Book, was 


posted to the credit of Brown’s personal account. 
Rs. 130 returned by Green were entered in the Sales Book 
ted therefrom to the credit of Green’s personal account. 


t would appear after you have corrected the errors. 


(iii) Goods worth 
and were роз 


(iv) Sales Return Book was overcast by Rs. 1,000 and the total of a folio in 
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the same book Rs. 17,300 was carried forward as Rs. 17,030. 
(v) BillReceived from Henry Rs. 1,600 posted to the credit of Bills Payable 
Account and credited to Henry. 
Make the necessary entries, and show the Suspense Account. 
15. Adjust the following errors in, and omissions from, AB & Co’s books by 
means of Journal Entries : 2 
(а) The Cashier had received Rs. 18,300 from a debtor and Rs. 12,000 fo! 
cash sales: he had paid Rs. 800 for sundry goods purchased. No entry 
had been made in AB & Co's books. 
(b) Rs.14,500 standing to the debit of All 
а motor cycle purchased from them, 
(c) Goods ofthe value of Rs. 1,800 invoiced outto Kamalya & Co. had also 
been included in stock in hand. 
(2) A Bill Receivable for Rs. 150 had been discounted at the Central Bank 
for Rs. 142 and the amount was credited to the acceptor. 
16. The Trial Balance below Contains three errors which you should be able E 
detect, and no others. Make any alterations which you think necessary, state why у0 
make them, and show by adding the columns that Dr. and Cr, totals then agree. 


en Berry represents payment for 


Debi Crei 
Rs С. 5i 
50 R. Raja 33 
850 — Goods 20 
F. Fair 58 
275 Вапк 16 
420 Bills Receivable ip» 
80 Krishan Lal 
30 Discount E 
105 Salaries and Wages 
Trade Expenses 29 
200 Bills Payable 9B 
850 1 
Capital Se 
2,860 90 
— 
Note : Re-draw the Trial Balance, show an m 
of the total on either side of the account, a ae 
ANSWERS 
PRACTICAL EXERCISES. JI 
1. Suspense Account— Dr. Balance Rs, 1,140. 
2; Suspense Account Opening Balance (Dr.) Rs.1,425 
3. (ii) No. is 
4. (ii) Adjusted net Profit Rs, 38,890. 
Gi 


After the Corrections, Suspense Account Shows nil balance. 
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6. Suspense Account—Opening ‘Balance (Cr.) Rs. 89.66. 
8. (ii) Profit decreased by Rs. 370. 
9. After the. corrections, Suspense Account shows nil balance, 
10. After the corrections, Suspense Account shows nil balance. 
11. After the corrections, Suspense Account shows nil balance. 
12. Suspense Account—Opening Balance (Dr.) Rs. 8,061. 
14. Suspense Account—Opening Balance (Dr.) Rs. 2,470. 


16. Capitaland Trade Expenses on wrong side, Bills Receivable Rs. 720 should 
be Rs. 270; Trial Balance Total Rs. 1,120. 
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Closing the Ledger 


SIMPLE PROFIT AND LOSS ACCOUNT AND BALANCE SHEET 


After having checked the accuracy of Ledger through Trial Balance, the 
next step is to close the Ledger, ‘This is done with a view to ascertain — 

(1) the progress made by the business during the accounting period, and 

(2) the financial position of the business on the last day of the accounting 
period. 


The progress made by the business during an accounting period is 
disclosed by the Profit and Loss Alc of that period. 

The financial position of the business on a particular date is disclosed by 
а statement called Balance Sheet, 

In this chapter, we shall be concerned with the closing of the Ledger and 
also ascertaining the Progress made by the business during the accounting 
period, i.e., with the ascertainment of profit or loss, and the financial position 
of the business on the last day of the accounting period. 

You already have some idea of Profit and Loss A/c and Balance Sheet. 
Some Adjustments 


When we prepare Profit and Loss 
it is but fair that all 


|: 
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Some of the important adjustments are dealt with below . 

l. Outstanding Expenses. Itisacommon practice, in most businesses, 
to pay expenses such as Rent, Wages, Salaries etc., of each month in the 
Subsequent month. Salaries, for example, for the month of March are paid in 
the month of April. If, therefore, accounts are being made up to 31st March, 
itis necessary that such expenses which have accrued but have not been paid, 
Should be taken into account. For this an adjusting entry is passed on 31st 
March. The entry is as follows : . 

Salaries A/c ` Dr. 

To Salaries Outstanding A/c 

(Being salaries outstanding) 

Salaries outstanding, being a liability, will appear on the liabilities side of 
the Balance Sheet, 

2. Prepaid Expenses or Expenses Paid in Advance or Unexpired 
Expenses, When expenses are paid in advance, we should see that we debit 
the Profit and Loss A/c with the proportionate share of expenses that relate to 
the accounting period. ` 

Suppose the accounting period of a business ends on 31st March. On 181 
of July, 1989 a sum of Rs. 200 is paid as annual premium on a fire insurance 
Policy. In this case, three months’ (from 1st of April, 1990 to 30th June, 1990) 
Insurance Premium amounting to Rs. SOhas beenpaidin advance. Consequently 

15 amount is treated as paymentin advance. For this the following adjusting 
entry will be passed on 31st March, 1990 : 
Prepaid Insurance Premium A/c 

To Insurance Premium A/c 
(Being Insurance premium prepaid) iri . 
Prepaid Insurance Premium is an asset as its benefit is yet to be derived. 
This Will appear on the assets side of the Balance Sheet. 

3. Depreciation. In the course of carrying on the business, assets get, 
by and by, worn out. This is due to wear and tear and passage of time. This 
eduction in the value of assets is known as depreciation. M 

Suppose Furniture is bought for Rs. 5,000 for business use, and it is 
estimated that it would last for five years. At the end of five years, let us 

5sume, it would realise Rs. 500. This is called scrap value. This means a sum 
f Rs. 4,500 is lost over a period of five. years in earning еш It 5 
therefore, fair that this loss should be spread over five years, te Г CN 1 
; S8 A/c of every year should be charged with Rs. 4,500 + 5 = Rs. Шел. 
E Not done, Profit and Loss A/c will fail to show the true profit.The adjusting 


for this is as follows : 
_ Depreciation A/c Dr. Rs. 900 Meis 
To Furniture A/c 
(Being depreciation on furniture provided) { 
Depreciation represents a loss and hence itis debited. i 
Furniture is credited which means itis reduced in value. It is shown in the 
‘lance Sheet at the reduced value. 


Dr. Rs. 50 
Rs. 50 
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st on Capital. The capital invested by the proprietor in the 

ms ern asa em to the business bearin 1g interest ata penam уе: 
Ifthe amount had not been invested in the business, it would have m S x 
interest outside. In order, therefore, to find out whether the business las Te: у 
made some profit over and above the interest the capital could earn, itis proper 
that interest should be charged to Profit and Loss A/c. The adjusting entry fo 
this is : 

Interest A/c Dr. 

To Capital A/c 
(Being interest on capital) р 
Interest is а loss from the point of view of the business and hence it is 


debited. Capital is said to have increased by the amount of interest and hence 
it is credited. 


5. Interest on Drawings. Occasionally the proprietor draws cash out 
of the business for his private expenses. Such withdrawals reduce the amount 
of capital invested by him. The amount withdrawn by himis debited to Capital 
A/c or to a separate account called “Drawings A/c’ which is closed at the end 
of the period by transfer to Capital A/c. 

If interest is allowed to the 
on drawings should be charg 
Capital/Drawings A/c 

To Interest A/c 

(Being interest charged on drawings) 

Capital is said to have reduced or drawings are said to have increased, by 
interest on drawings. Hence Сар} i 


Proprietor on capital, it is but fair that interest 
ed. The adjusting entry for this is : 


Dr. 


There are a number ijustments which are dealt with in the 
chapter on Final Accounts, 


edor not. As a corollary to it, income 
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Were earned during the accounting period and such expenses as relate to the 
Same period or which were incurred in earning that income. 


WORK SHEET 


. А work sheet gives in a systematic and columnar form all the accounting 
data needed for the preparation of the financial statements or Final Accounts, 
ie., Trading and Profit and Loss A/c and Balance Sheet, at the end of the 
financial period. An idea as to what itreally is and what function does it serve 
may be had from the ruling of work sheet given on next page. 

A work sheet is not a part of the permanent accounting record ; it is a 
working tool of the accountant and is prepared by him for his own use and 
Convenience. It is usually prepared in pencil so that if an error is made in the 
Work sheet, it may be corrected much more easily. Some accountants prefer 
to use the term working papers for work sheet. 

Steps in the preparation of work sheet 

The various steps involved in the preparation of a work sheet are as 
follows : 

l. Enter the ledger account balances in the Preliminary Trial Balance 
Columns as they appear before the adjusting and closing entries are made. 

When a work sheet is prepared, a separate Trial Balance need not be 
Prepared as that would be only duplication of work. 

. 2. Enter the adjustments in the adjustments columns. It should be borne 
in mind that adjustments are made in the work sheet before they are entered 
In the Journal and posted to Ledger. dedo M 

Aw is usually prepared at the end of each month, Р 
already (куку © it toes т form part of the permanent accounting 
Tecord. As such, although these adjustments arerecorded in the work sheet, the 
Adjusting entries are not made in the Books until the end of the accounting 
Period, 


3. Enter the adjusted account balances in the Adjusted Trial Balance 
7 bined with 
In this step, the balances in the Trial Balance columns are combined wi 
the adjustments thus resulting in combined balances which are extended to 
Adjusted Trial Balance columns. ( 

4. Extend each amount іп the Adjusted Trial Balance саана. into 
Trading Alc or Profit and Loss Alc columns or Balance Sheet a pec у 

Note that closing stock is also included in the work er ап ш 
Shown in the credit column of Trading A/c and debit column о 
E лдей to Trading or Profit and 

i ing or 

The income and expense accounts are extended to t 

Loss A/c SE КОС assets, [аы and Capital (and also drawings) 
“counts are extended to Balance Sheet columns. ' 

If the total of the credit column of Trading A/c ен y pb 

debit Column, the excess is gross profit which is extended tothe jore 00 
Profit and Loss A/c. If the total of the debit column of Trading A/c is 
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Name of Preliminary Trial Adjustments Adjusted Trial Goods/ Profit & 
Account Balance , Balance Trading ~ Loss Balance Sheet 
Account Account 
Dr. Cr. Dr. Cr. Dr. Cr Dr. Cr. Dr. Cr. Dr. (г, 
(Assets) | (Liabi- 
lities) 
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than the total of the credit column, the difference is called gross loss which is 

extended to debit column of Profit and Loss A/c. If the total of the credit 
column of Profit and Loss A/c exceeds the total of the debit column, the excess, 
Is net profit which is extended to the credit column of Balance Sheet. If the 
total of the debit column is more than the total of the credit column, the 
difference is net loss which is extended to the debit column of Balance Sheet. 
In actual practice balance sheet credit is represented by liabilities and debit by 
assets, à 

Usefulness of work sheet. A work sheet has the following advantages : 

l. It provides the usual form of Trial Balance to determine whether 
debits and credits іп Ledger.are equal. 

2. Itgives a summary of the accounts in Ledger. 

3. It helps in the preparation of financial statements as all the infor- 
mation needed for their preparation is.already sorted out in it and 
arranged in a convenient form. 

4. Itfacilitates the work of passing adjusting and closing entries; 

5. Its preparation tends to prevent errors. The arithmetical accuracy of 
entries, accounts and statements is known before the books are 


closed. N 
In a small business where the number of accounts is not very large, the 
work sheet may not be prepared. 
CLOSING THE LEDGER 


In All businesses, whether large or small and whether a work sheet is 
Prepared or not, Ledger is closed at the end of an accounting period. . | 
First of all adjusting entries are passed and posted to Ledger. A post- 
adjusted Trial Balance may be prepared to check the accuracy of posting of 
adjusting entries to Ledger. Then the following procedure is followed : 
losing the Nominal Accounts — Calculation of Profit 
Let us take the case of a small business which purchases readymade or 
finished goods and sells them in the same form without effecting any change 
inthem. In January it purchases 1,000 articles @ Rs. 2 per article and sells them 
Rs. 3 per article, His profit for the month of January is Rs. 1,000 (Rs. 3,000 
7 Rs. 2,000). This is called Gross Profit. 
If the above information is arranged in the form of an account, it would 


Appear as follows : 

Dr. GOODS/ TRADING ACCOUNT сг 
19, 

Tan, To Purchases A/c 


To Gross Profit 

transferred to 
Profit & Loss 
Alc 
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Gross Profit is the profit on sales without taking into account the 
expenses, losses and other gains of the business. } АЕ. 
When the expenses, losses and other gains of the business are taken і 
account, the resulting profit is called Net Profit. 
$ Let us say, in the above case, the expenses of the business are : 
Commission paid Re 160 
теа 300, i.e., Rs. 700. To 
The resulting Net Profit would be Rs. 1000 — Rs. , i.e., Rs. 


i It 
calculate Net Profit, a new account called Profit and Loss A/c is opened. 
would, in this case, be as follows : 


Dr. 


PROFIT AND LOSS ACCOUNT Cs 


Rs. 
To Commission By Gross Profit 1,000 
C b/d р 
To Rent A/c 
To Net Profit 
trausferred to 


Capital A/c 


The nominal accounts, viz., Commission and Rent, are closed by transfer 
to Profit and Loss A/c, 


In the above case, we have made two assumptions : * 
(1) All the articles are disposed of. 


If some articles remain unsold, they are also taken into account to 
calculate Gross Profit.This is done 


by showing their value at Cost Price * ОП 
the credit side of Goods/Trading A/ 


at The conclusions drawn from the above example may be summarised 25 
ollows : 


Valuation of unsold Stock will be explained in detail in the Chapter on Final Accounts. 


= 5 


1. Include closing stock on the crétit side of Goods/Trading Alc. 


The value of closing stock is ascertained by actually preparing list of 
goods which remain unsold and by placing value against each item. The value 
isthe cost or market price whichever is lower. The total of these lists represents 
the value of the closing stock. This point is further explained in the Chapter 
on Final Accounts. You are, however, not required to undergo the tedious 
Process of finding out the value of the closing stock. The valueis usually given 
| in the questions. 

2. Close Returns Inwards and Returns Outwards Alc by transfer to the debit 
and credit sides of the Goods/Trading Alc respectively. 

Returns Inwards result in decrease of sales. They are, therefore, shown on 
the debit side of Goods/Trading A/c. Alternatively they may be shown as a 
deduction from Sales on the credit side of Goods/Trading A/c. 

Returns Outwards result in decrease of purchases. They are, therefore, 
shown on the credit side of Goods/Trading A/c. Alternatively, they may be 
Shown as a deduction from Purchases on the debit side of Goods/Trading 

c. 


Generally the alternative method is followed. 

3. Find out the difference between the totals of the two sides of the Goods/ 
Trading Alc. This difference is called Gross Profit or Gross Loss. 

If the total of the credit side is more than that of the debit side, Goods/ 
Trading A/c shows Gross Profit. If the total of the debit side exceeds that of | 
the credit side, it shows Gross Loss. 

So Tr ansfer Gross Profit or Gross Lo. 
© to the credit or debit side respective 

i Alc. This act of transferring the Gross 

Aa A/c iscalled closing the GoodsiTrading 
e 


ss as disclosed by the Goods/Trading 
ly of a new account called Profit and 
Profit or Gross Loss to Profit and 
Alc by transfer to Profit and Loss 


Goods/Trading A/c, thus, no longer shows any balance. 
.,, Goods/Trading A/c, it may now be observed, is afsoanominal accountas 
ìt helps us in the calcuiation of Gross Profit or Gross Loss. 


5 Close Nominal Accounts by transfer to Profit and Loss Alc. 


i i the debit (i.e., accounts which 
Nominal Accounts, which are oj by transfer to the debit side of Profit 


"Present expenses or losses), are closed 
Loss A/c, as for example : г 
~ RENT ACCOUNT : 


By transfer 
to Profit & 
Loss A/c 


: ; ich 
Nominal Accounts which show a credit balance, (i.e., accounts whic 


Iepresent gains or profits), are closed by transfer to the credit side of Profitan 
Loss A/c, as for example ; 


Dr. DISCOUNT ACCOUNT cu 


To Amount as Ч 
рег Cash Book 
To transfer to 
Profit and Loss 
Alc 


By Amount as 
' per Cash Book 


t 
for th ner because they are Kep 
or 


7 ther 
One account and a credit to ano 


à ount 
1 of a balance (or entry) in one acc 
ent in another account, 


; ht 
Profit and Lo, ins on the credit Side, the Gross Profit (broug 
from Goods/Trading A/c) and uo ыр Ого 


Г e 
the accounting period. Tt Contains on the debit side al! t 
expenses and losses incurred in Carryin 

period. Thedifference betwi 


$ 
Абс is the final Cen the totals of the опери 
OF Net result of the work; iness durin 
accounting СЕ Orking of the busine 


: its 
cd NET PROFIT when the gains and DIO 
Cn the total of the credit side exceeds : 


(a) If there is Net Profit, ip 7 it si pi an 
Б » transfer it to the Credit side of Capital Alc, 
Capital і Increased by the amount of the Net Profit Leap 
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Dr. D PROFIT AND LOSS ACCOUNT Cr. 


19.. 

Jan. |31 | To Net Profit 
transferred to 
Capital A/c 


Dr. CAPITAL ACCOUNT Cr. 


By Profit & 
Loss A/c 500 


Jan. |3 


! (b) If there is Net Loss, transfer it to the debit side of Capital A/c, as the 
Capital is decreased by the amount of the Net Loss. 


Dr. PROFIT AND LOSS ACCOUNT ed 


By Net Loss 
transferred to 
Capital A/c 
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d CAPITAL ACCOUNT AES Cr. 
19.. 


To Profit and 
Loss A/c - 


CLOSING ENTRIES 


are closed, at the end of the 
A/c or Profit and Loss A/c. 


n. A All Nominal Accounts, as we have seen, 
We wating period, by transfer to Goods/Trading 


© keep a record of such transfers in Journal. 
e various Nominal Accounts to Goods/ 


known as Closing Entries. These are 
f Nominal Accounts to Goods/ 


es serve the purpose of closing 


Ta eae ehtiies necessary to transfer th 
So.c Ing A/c or Profit and Loss A/c are 
“Called because along with the transfer o 


the NOE A/c or Profit and Loss A/c, these entri 


En addition to knowing whether th 
Conditi ting period, the trader also wants to Kno 
tem оп of the business at the end of this period. RH 
and p, ent called Balance Sheet which is prepared with the balan 
. _“tsonal Accounts. í 

ei Nominal Accounts have already been closed by transfer to Goods/ 
ing A/c or Profit and Loss A/c as the case may be. 
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i i ed. 

It is only the Real and Personal Accounts which remain oh 

accounts are closed by balancing. The balance of an acc e. 

Fees се between the totals of its debit and credit sides. An порок E 
er dee debitbalance when the total of its debit side exceeds that of the 


А e at of 
side. It shows a credit balance when the total of its credit side exceeds th 
the debit side. 


Examples : 
Dr. 


Cr. 
MACHINERY ACCOUNT (Real A/c) 


itm |g To Cash А/с 


500 
Jan. |31 By Balance c/d 1, 
15] To Cash A/c 


To Balance b/d 


31| To Cash A/c Jan. |31| Ву Purchases Ale 
15 | To Balance c/d 1 


500 
10| By Purchases A/c 


By Balance b/d 


To balance an account, the following Steps are taken : 
(1) Total up the two Sides, 


(2) Find out the difference between the two totals, make 
„ 2) Place the difference, called the balance, on the smaller side, and 
the two totals equal 


b Я ' the 
(4) Place the two totals on the Same level and draw two lines after 
tals. 


{ ich 

(5) Bring down the balance on the Opposite side, that is, the side MG 

is greater, In this way double entry for the balancing entry is complete! MW. 
Notes: 1. Ifan account contains Only one entry, the total need n 

Biven as the amount itself of that entry would be the total, 


"b 
2.  Ifalltheentries appear on one side of an account, the total of that si 
Would be the Баїапсе 


се of that account, 


The Personal Accounts mi 
Real A 


BALANCE SHEET of M/s. Ram and Sham as on 31st January,19 . . 
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ные Assets 
Sundry Creditors: Cash in Hand 
an Cash at Bank 
a Sundry Debtors : 
p Cauvery 
Deeksha 
Stock 
Plant 


„Debit balances remaining in Personal and Ral Accounts are termed. 
Ren and are shown on the ‘assets side’ of Balance Sheet. Assets are things 

Value owned by a business and include what the business has got, e.g., Cash, 
ыш lant and Machinery, and what the business has to receive from 


Whi Credit balances remaining in Personal Accounts are termed ‘liabilities’ 
sh Ich are the sum total of what the business owes to outsiders. These are 
wn on the ‘liabilities side’ of Balance Sheet. 
Capital A/c usually shows a credit balance which means the business 
к d that much amount to the trader or proprietor. It may, in some cases, also 
pe debit balance. This happens when the amount withdrawn by the 
бг during a period is more than the amount invested by him in the 
Divas: Drawings A/c represents the amount withdrawn by the trader for his 
te use. It is closed by transfer to Capital A/c. 


TRANSFER ENTRIES 


bur me are some accounts which are really a part a ad Ne no 
; De sak i opened separately. Drawin 1 
х d ае Drawings A/c is opened to 


Dle, i s 
Куу, is a part of the Capital A/c but separate j j 
Perio, the total amount SARAAN by the proprietor during an accounting 
acon Such accounts are transferred at the end of the period to the relevant 

ats of which they are a part. 


К foll © entry for such a transfer, known as Transfer Entry, is made in Journal, 
“0% : 


0 


Date 


Particulars ` 
Ез. ҮР 
200 00 


„То Drawings A/c 
(Being transfer of Drawings A/c 
to Capital A/c 


ti h d i tatement о: the financial 
Ona. “anc t f i 
ndi i e Sheet, as we have already seen, is a S 2 


ei Of the business at a given date. 
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What, whose and when. 
What..... Balance Sheet 
Whose . . . of Messrs... 
When ....ason..... . E 
Itshould be noted that Balance Sheet discloses the financial condition of 
a business on a particular date and not for a given period. 


The reason why the statement of financial condition is called a Balance 
Sheet is that both its sides balance (which must always be 80). Now the 
question is ; Why should the two sides of the Balance Sheet always balance 
or why should the two totals of the Balance Sheet be equal? The answer lies 
ina very, simple point. The liabilities side represents the ownership of assets, 
and must, therefore, equal the value of assets. 


BALANCE SHEET of ........ 
ASOD sasas 


Liabilities 


ini means that, aft ing off the outsiders, 
aining assets belong to him S paving O 


that is usually not donc, In Americas 


m Prepared showi 8 Assets on the left-hand side an! 
the right-hand side, 


in proper books B Wansac 
3 Per books and then 
ре] Pare Goods A/c, Profit 

as on 30th June, 19 LOSS Acco 


Solu, 


*WVised to 
Dr. 


duy 
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19... Jum 
June. 1 Commenced business with cash 5,000 
1 Opened a Current Account with Bank 4,000 
2 Bought of Kalia goods 
Terms 2% within a week · 2,000 
5 Purchased Furniture of Goodluck 
Traders for cash 350 
7 Withdrew from Bank 2,000 
7 Sold to Balram goods 500. 
8 Bought of Ali goods 3,500 
9 Settled Kalia's account 
9 Sold goods for cash 1,000 
9 Sold to Pali goods 3,100 . 
12 Received Cash from Balram in full ' 
settlement of account 480 
14 Sold goods to Gandhi for cash 1,500 
17 Bought of Krishan goods for cash · 750 
19 . Paid cash to Ali 1,485 
Discount allowed 15 
20 Paid cash for Postage Stamps 20 
22 Returned goods to Ali 500 
28 . Received from Pali 970 
Discount allowed 30 
29 Pali returned goods: 200 
29 Paid into Bank 500 
30 Paid salary to the clerk 230 
Th 30 Withdrew for private expenses 2 
€ value of stock on 30th June, 19... is Rs. 5,000. 
tion ; . t 
The Preparation of Subsidiary Books is left to the students. For guidance, they are 
see Illustration 7 on page 98 
Cr. 


30 
30 


Loss 


articulars 
eH 


17 |, 2 Cash A/e 750 | 00 
э amount as 
Per Pur- 
, chases Book 5,500 | 00 
10 Retums In- 
wards A/c 200 | 00. 
To Gross s 
Profit 
transferred 
to Profit & 


To Stock in 
Hand b/d 


GOODS/TRADING ACCOUNT 


Alc 


Particulars е 
19 ШАШЫ 
Р: Сазһ А/с 1,000} 00 
June} 5 | By 1;500| 00 


14 | By Cash A/c 

30 | By Amount as 
per Sales Book 
30 | By Returns Out- 
wards A/c 

30 | By Stock in 
Hand c/d 


3,600 


11,600 


00 
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To Sales A/c 


By Purchses Alo 
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2: POSTAGE ACCOUNT c 


By transfer to 
Profit and 
Loss A/c 


pr SALARY ACCOUNT Gu 


E Rs. 19.. 
To Cash A/c 250 June 
Ж ы Т 


(Nominal A/c—Closed by transfer to Profit and Loss Alc) 
pr DISCOUNT ACCOUNT Cr 


By transfer to 
Profit and 
Loss A/c 


June To Amount as 


per Cash 
Book 
To transfer to 
Profit & 


D (Nominal A/c—Closed by transfer to Profit and Loss A/c) 
RETURNS INWARDS ACCOUNT 


(Nominal A/c- Closed by transfer to Profit and Loss A/c) 
RETURNS OUTWARDS ACCOUNT Cr. 


Rs. 
ToTransfer to 
Goods/Tra- 
ding A/c 500 
зю | 


(Nominal A/c—Closed by transfer lo Profit and Loss A/c) 


D: JATITS CAPITAL ACCOUNT Cr. 
T. 


By Profit and 
Loss A/c 


(Personal A/c—Balanced) 


Dr. DRAWINGS ACCOUNT Cr. 


To Cash A/c 


By Transfer to 
Capital A/c 


(Personal A/c of the Proprietor—Closed by transfer to Capital A/c) 


FURNITURE ACCOUNT e 


7 | To cash A/c 30 | By Balance c/d 


July | 1 | To Balance bal | 350 | 00 I 
A: 1 
(Real A/o—Balanced) 
Dr. CASH ACCOUNT б. 


a 30 | To Amount as 30 | By Amount as 
Boo P 9,515 | 00 
30 | By Balance c/d 1,435 | 00 
10,950 | 00 
To Balance b/d 
(Real A/c—Balanced) 
Dr. BANK ACCOUNT xi 


Р. 
To cash A/c 4000 |00 | June | 7 | By Cash A/c 2,000 | 95 
To Cash A/c 500 | 00 3 By Balance са || 2500 | % 
00 
4,500 
ae 
July 1 | To Balance b/d 00 


(Personal or Real Al/c—Bplanced) 
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Dr. PROFIT AND LOSS ACCOUNT 


To Postage A/c By Gross 


To Salary A/c Profit b/d 00 
To Net Profit By Discount 
transferred 00 
to Capital 


Alc 


(Nominal A/c—Closed by transfer to Capital A/c) 
BALANCE SHEET OF JATTI as on 30th June, 19... 


Liabilities 


Sundry Creditors : Cash in Hand 
Ali Cash at Bank 
Capital Sundry Debtors : 


Pali 


The closing and transfer entries in the above Illustration will be as 


follows : 


Closing Entries 


JOURNAL 


19.. 
June 30| (a) Returns Inwards Account 
Goods/Trading A/c Dr. 200 
To Returns Inwards A/c 200 
(Being the amount of Retums Inwards 
transferred to Goods/Trading A/c) 
Le 


= 

(b) Returns Outwards Account 

Retums Outwards A/c Dr. 500 

To Goods/Trading A/c 500 

(Being the amount of Retums Outwards F 
transferred to Goods/Trading A/c) 

moa ا‎ 

(c) Closing Stock 

Stock in hand A/c Dr: 5,000 

To Goods/Trading A/c 5,000- 

(Being entry for closing stock) 


(d) Goods Alc 
(i) In case it shows Profit 
Goods/Trading A/c. Dr. 5,150 
To P & L A/c 5.150 
(Being Gross Profit transferred to 


Rs. Rs. 
19-- 2 Ч 
30 | (ii) In case it shows Loss 
x P &L Alc Dr. 
To Goods/Trading A/c 
(Being Gross Loss transferred to 
P&L A/c) 


(e) Nominal Accounts 
(i) Showing debit balances 
P &L A/c Dr. 270 20 
To Postage A/c 250 
To Salary A/c 
(Being Nominal A/cs transferred 
toP &L A/c) 


(ii) Showing Credit balances 
Discount A/c Dr. 5 5 
To P & L A/c 
(Being Nominal A/c transferred to 
P.& L Ајс) 


(f) Profit and Loss Account 
(i) Showing Net profit 
P &L Ајс Dr. 
To Jatti's Capital A/c 


(Being net profit transferred to 
Jaui’s Capital A/c) 


4,885 
4,885 


(ii ) Showing Net Loss 
Capital А/с Dr 
ToP&LA/c 
(Being net loss transferred to 
Capital A/c) 


(g) Drawings Account 
Jatti’s Capital A/c Dr. 
To Drawings A/c 
(Being drawings transferred to 
Jattis Capital A/c.) 


200 200 ` 


d‏ ل ل 


OPENING ENTRIES 


The Real and Personal Accounts, as we have seen above, are balanceó 


at the close of the accounting period. These balances are carried forward" 
the next accounting period. The closing balances become the орел үе 
balances їл, the next accounting period. When, therefore, we open the 
new books of account, the first items to be taken into account will be 


old balances. These balances are not shown in Ledger directly but 
passed through the Journal. The en 


tries passed for this purpose in Journ. 
called Opening Entries. үе 
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In Illustration (on page 230),-if we have to open the books of account on 
July 1, 19..., the opening enties will be as follows : 


JOURNAL (OPENING ENTRIES) : 
19 
7 Rs. à Rs. | P. 
July | 1| Cash A/c Dr. 1,435 * 


P. 
00 
Bank A/c Dr. 2,500 | 00 
Pali Dr. 1,900 | 00 
Stock-in-hand A/c Dr. 5,000 | 00 
Fumiture A/c Dr. 350 | 00 
To Ali a/c 3 1,500 | 00 
To Capital A/c 9,685 |00 


(Being assets, liabilities and capital 
brought forward from previous year) 


11,185 


11,185 


Sometimes, ina question in the examination capital is not given. It can be 
Calculated by deducting total of liabilities from total of assets, i.e., by applying 
€ fundamental equation A = L + C 


TEST QUESTIONS 


b 1. How do you close Real, Nominal and Personal Accounts ? What do their 
alances Tepresent ? 
2. What is a Balance Sheet ? Why is it prepared ? 
Wi 3. Whatdo you mean by a Work Sheet ? What are the purposes of preparing a 
Ork Sheet ? (Dethi Board SSCE, 1982) 
B 4. In what respects does a Balance Sheet differ from and resemble a Trial 
alance 9 
noche J 
entries? Whyisit important that transfers should always be made by means of Journal 
6. Distinguish between “Closing Entries” and “Opening Entries”. 
7. How is Profit and Loss Account closed ? 
+ If there is Gross Profit, which side of the Goods/Trading Account would be 
Breater and why ? 
9. What do you understand by "Balancing an account" ? 
10. Hoy do you calculate the profit or loss of a business ? 
п. (а) Тһе opening balance of an asset account is placed on which side of the 
asset account and why ? ES 
(b) The opening balance of a liability account is placed on which side of 
the liability account and why ? ee 
(c) The opening balance of capital account is placed on which side of the 
capital account and why ? 
12. (а) On which side of an asset account are increases and decreases in the 
asset recorded and why ? 
(b) On which side of capital account are increases and decreases in it 
recorded and why ? 
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13. Write short notes оп. 
(a) Adjustment Entries. 
(b) Opening Entries 
(c) Rectifying Entries. 
14. There are three methods of preparing Ledger, viz., 
(1) By direct entnes in Ledger ; 


(2) By posting through Journal when Journal is the only Subsidiary 
Book ; and 


(3) By posting through Subsidiary Books including the Journal. 
Which of the three methods will you prefer and why ? 
15. Decide which of the following equations is correct : 
(а) Opening Capital+Drawings—Net Profit = Closing Capital 
(6) Opening Capital+Net Profit-Drawings = Closing Capital 
(c) Closing Capital+Drawings—Net Profit = Opening Capital 
(4) Closing Capital+Net Profit-Drawings = Opening Capital 


PRACTICAL EXERCISES 


1. Prepare the personal account of S. Shankar from the following transactions- 
Balance it at the end of the month. 


19.. um 
June 1 Balance (Dr.) b/d ШЕ 
4 5 Received Cash 3,900 
Allowed him discount 100) 
7 Sold goods to him 5.000 
9 He bought goods 2,000 
11 Received Cash 7900 
Allowed him discount 108 
22 Sold him goods 3,000 
30 He settled his account 4,800 
2. Goods are both bought from and sold to B. Bania. Prepare his account Ко 
Еч following transactions for ће month ending 30th June, 19.. and balance it ОЛ Ge 
day. 
19.. Pi 
June 1 Bought goods of him 7900 
5 Sold goods to him 5,600 
10 B. Bania sold goods to us 420 
15 Sold goods to him 5400 
20 Sold goods to him 52% 
30 В. Bania settles the account thi. i 
ae this day by selling 5 
3. Rathiis the sole i i дош, 
КЕР а, оссе of a coal depot. From the following PZ sig 


A total of his T А ferred to 
Capital A/c at the end of the year. drawings is to be trans 


Balance of Capital Account on January 1 
Drawings during the year : 


18,500 


March 31 Rs. 1,000 — Sept.13 Rs. 1,500 
April 30 Rs. 2,000 Oct. 19 Rs. 2,500 
July 25 Rs.2,000 Рес. 28 Rs. 1,000 
Profit for the year 
4. Prepare Furniture A/c from the following transactions and balance it as on 
31st January 19... А 
197 
Jan 1 Balanceb/fd 


10 Bought Furniture 
15 Returned Furniture 


20 Boughton credit from Nice Furnishers six chairs 


each costing Rs. 300 
25 One chair stolen 
31 Sold wom out Furniture (Book value Rs.1,200) 


300 
1,000 


5. How would you calculate Gross Profit from the following transactions of S. 


Soni for the month of January 19... 


19.. 
Jan 1 Stock in hand on January 1, 19... 
2 Bought goods for cash 
3 Sold goods for cash 
15 Bought goods for cash 


25 Sold goods for cash 

31 Credit purchases during the month 
31 Credit sales during the month 

31 Stock in hand in January 31, 19... 


6. The Proprietor of a business does not keep a proper record of the business 


"ansactions, He, however, furnishes the following information : 


Assets at the beginning of period 
ERE at the end of period — 
‘abilities at the beginning of period 
at the end of period 


: Cash withdrawals during the year ? 
Find Out the proprietor’s gain or loss made during the period. 


Rs. 
10,000 
13,000 

6,000 

5,000 

2,000 


7. Find out Net Income from the following figures relating to the year 19... 


0,000 
Opening Stock 2 ш 

Dee 1,000 

Direct Expenses EUR 

Closing Stock ao 

Operating Expenses eon 

E (Delhi Board SSCE 1980) 
i ircapi January, 

CR (a)s i business. Their capitals on Ist. 

I e Rs, d 0005 dh ME SPP EET "During the monthending 31st January, 
КОШКЕ Re ООО The profit for the month is 


БЕЯ withdrew Rs.1,000 and Rs.2,000 respectively. 


Ch is divided equally between the two partners. 
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Prepare their Capital A/cs as on 31st January, 19. ; 

(b) The capital of Goodluck Traders on 1st April, 19.. is Rs.32,000. The um 
carries on business for six months and its position on 30th September, 19.. is 
follows : 


Rs. : Rs. 
) 1,000 
inhand ' 5,000 Stock yl 
C RE E Bank 3,000 Fumiture A 
Investments 5 8,000 Equipment HS 
Sundry Debtors 10,000 Creditors А 


Has the business made any progress during this period ? 


9. The Goods/Trading A/c of B. Beri for the month of January,19.. shows 4 
Gross Profit of Rs. 54,000. Find his net 


profit by preparing a Profit and Loss Account 
from the following particulars : E x 
19.. 5. 
Jan 31 Rent ro 
31 Salary 5,700 
31 Stationery 20 
31 Discount (Cr.) 


10. (а) The Capital of Babu and Co., on 31st July 19.. is Rs. 5,000. On 31st 
August, 19.. it is found to be Rs. 6,000. What does this increase indicate ? : 


(b) The following is the capital of Widsons on two different dates : 


Rs. 
19..May 31 50,000 
19..June 30 


48,000 
What does this decrease in capital indicate ? Н 


11. Iyer commenced business 


on 15: January 19... with a capital of Rs.10,000- 
His transactions during the month у 


ere as follows : 
19.. Rs. 
Jan 1 Deposited into Bank 6,000 
2 Purchased goods for cash 200 
5 Purchased goods from Menon . 3,500 
8 Sold goods for cash 1,000 
12 Sold goods to Krishnan 2,200 
13 Goods returned to Menon 500 
15 Paid Rent 100 
16 Gouds returned by Krishnan 200 
17 Received cash from Krishnan 1,500 
28 Paidto Menon 2,000 T 
Record these transactions in books of account, post to Ledger and prepare Pro’ 
and Loss A/c and Balance Sh 


eet. Stock on 31st January is Rs. 2,700. 


ATE End. 
12 Compute from the information given below the amount of liabilities 2? 
capital at the end of the year : Р 4, 19+ 

I 1, 19.. December 31, ^^ 
2 | од. 
Liabilities Rs. 7,000 Л 
Capital Rs.30,000 | 
Investments by the owner during the yea, 65.5007 
Withdrawals by ће owner during the year Rs.2,00 
Net Income for the year. 


Rs.3,200 
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NES Ча following is the Trial Balance of N. Krishnan for the year ending 31st 
March 1989: 


TRIAL BALANCE 
for the year ending 31st March, 1989 
Ledger Accounts Dr. Balance Cr. Balance 
1 Rs. Rs. 
Capital (1st April, 1988). 13,000 
Salaries . 3,000 
Rent 2,500 
Debtors 7,500 
Creditors í jJ 6,900 
Interest Н 850 
Loan 5,000 
Equipment 4,000 
Goods Account 2,000 
Miscellaneous Expenses 550 
awings 4,500 
24,900 24,900 


Stock of goods on 31st March, 1989 is Rs. 8,000. 
-Prepare Balance Sheet of N. Krishnan on 31st March, 1989. 
0 prepare Balance Sheet Equation on this date. 


14. From the following Balance Sheet open anew Ledger: 
BALANCE SHEET As on December 31, 19... 


Liabilities Amount 

Rs. 

со} Sundry 450 

р x 1,500 

Ep J Creditors Бе Suny 2150 
Сар ital PQ Creditors 


Stock 


Mr. Nazir-uddeen was as follows : 


18. On 1st April, 1989, the position of Rs 

х 2,400 
Stock on hand 500 
Bills Payable 750 
Cash in hand 1,800 
Fumiture and Fittings 7,500 
Owing by debtors 3,000 
Owing to creditors 1,450 
Horses and Carts 1,600 
Investment in National Certificates ` 2,500 
Loan from G.L. Mehta 1,500 


Bills Receivable 
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1 ir-ud-deen on that day ? 
i) What was the amount of capital of Mr. Nazir-u 
i Show the Journal entries necessary to open his books of account. 
16. Construct from the following details, the Journal Entries necessary to open 


the books of A. Alam on April 1, 1989, ruling the necessary form. Show A. Alam’s 
initia! “Capital Account”. 


Rs. 
Cash at Bank 2000 
Stock on hand d 
Creditors : W. White Rs. 591 
G. Green Rs. 785 
B. Brown Rs.1,020 2,396 


^ 8 f 
17. Sham Bihari commenced business on Jan, 1, 19., with a capital o 


Rs. 1,00,000 of which he paid Rs. 80,000 into bank. He took an office and godown at 
a rent of Rs. 24,000 per annum. 


His transactions for the month were as follows : 
19.. 


Ез. 
Jan 1 Bought of Walaiti Ram goods 3200 
1 Bought of Ram Chand goods zd 
1 Bought of Tek Chand goods > 
l Paid rent for the month 
3 Insured stock and paid premium 100 
4 Returned goods to Walaiti Ram 1200 
6 Sold goods to Babu Ram 2,500 
9 Bought of Prem Chand Goods 8,800 
12 Sold goods for cash 2,100 
13 Sold to Janki Pershad goods 3,200 
14 Returned goods to Prem Chand 1, 0 
15 Sold goods for cash to Chandu Lal 2e 
17 Paid to Walaiti Ram cash deducting Rs. 50 discount 2 
18 Sold goods to Ram Nath 3,650 
20 Received cash from Babu Ram allowing 0 
discount Rs. 20 20 
21 Paid travelling expenses : Ч 
21 Withdrew for Private expenses 5,000 
22 Paid Ram Chand, deducting Rs. 30 о 
23 Paid Tek Chand, deducting Rs. 50 a 
‚ 24 Ram Nath retumed goods А 0 
25 Received from Janki Pershad 2r 
Discount allowed to him 
27 Soldto Babu Ram goods m 
28 Paid Sundry expenses 20 
30 Babu Ram Tetumed goods 2 
31 Paid salaries 2200 
Stock on hand on Jan.31, 19 "lance 
Enter the foregoing transactions in ss "iss e a Trial Balan” 
afterwards drawing up a Profit and Loss Asa Ue eae Со. 
18. Оп15:Мау, 19.. the following were the Ledger balances of Rama and 


Cash in hand Rs. 300, Cash at B i Zahi үа 
(6,300. Stock Rs. 4,000, Govind (Cr.) Red t Sahir (Cr) Rs. 1,000, к: 
(Ст.) Rs. 900, Ascertain Capital. 


| 


Transactions during the month were : 


19.. Rs 
May 2 Bought goods of Govind Ram 900 
3 Sold goods to Sharma 1,000 

5 Bought goods of Ram Lal 1,200 

8 Sold goods to Zahir > 500 

15 Paid Govind by Cheque 1,500 

18 Received from Sharma Cheque 2,000 
Allowed him discount 50 

21 Sold Goods to Sharma 800 

22 Paid Rent by Cheque 150 

24 Sold goods to Zahir 1,000 

300 


30 Paid Salaries in Cash 
Value of Stock on 31st May Rs. 2,500. 
Journalise the above transactions, post them to Ledger and make out a Work Sheet 
Showing the financial position of the business as on 31st May, 19... 
19. The Trial Balances of Dalal & Co., commission agents for the month of 


March, 19... before and after the posting of adjusting entries are as follows : 


Ledger Accounts Before adjustments After adjustments 
| Dr Cr. Dr. Cr. 
Cash 4,200 Р 4,200 
Pre-paid Rent 200 
Office Equipment 5,000 5,000 
Commission Receivable 360 
Salaries Outstanding 400 
Commission Eamed 9,640 , 10,000 
Rent 1,100 900 
Furniture 2,000 1,800 
Interest 450 500 
Dalal's Capital 10,000 10,000 
Dalal's Drawings 3,690 3,690 
Salaries 3,200 3,600 
Depreciation . 200 
Interest Payable 50 
19,640 19,640 20,450 20,450 


'ere made and pass them with narration. 


Determing what adjusting entries w 
A man Wi " И ihe B alance Sheet of Asthana on 31st March, 1989 : 


BALANCE SHEET of Asthana as on 3181 March, 1967 
Liabilities 
Rs. 
Cash in hand 2,500 
Cash at Bank 4,500 
Debtors: 

Capi Basu 500 
Ghosh 800 1,300 
Stock in hand 2,800 
Fumiture 500 
11,600 


Open the books of account of Asthana on 1st April, 1989 and enter the following 


Work Sheet showing Net 
i ionsi er books, post them to Ledger, draw out a 1 
orr EEA position of the business as on 30th April, 1989 : 


Rs. 
AR 1 Bought of Purshotam goods for cash н 200 
`2 Paid to Bahadur cash 0 
Discount allowed ‘an 
3 Basu paid cash 2 
Discount allowed 90 
5 Paid for stationery 50 
7 Paid general trade expenses 1000 
10 Sold goods to Manak 005 
Sold goods to Nanak om 

12 Bought of Bahadur goods 

15 


5 Ghosh is declared insolvent. A first and final 
composition of 25 р in the rupee is received 


from his Official Receiver 500 
17 Sold goods for cash 1,30 
20 Settled Champak’s account for Rs. 2,050 500 
25 Sold goods for cash to Qaiser 100 
28 Drew for private expenses 120 
31 Paid salary to the clerk 50 

Rent due to Landlord 


Provide depreciation on Fumiture at 2% 
Provide interest on capital at 12% р.а. 


Stock in hand on 30th April, 1989 Rs: 2,100. 


ANSWERS 
Discount allowed Rs. 200 . 


B. Bania sells us goods on 30th June, 19... for Rs. 4,000. 
Credit Balance Rs. 88,500 


Debit Balance Rs. 11,300 
. Gross Profit Rs. 6,000, 
6. Net Profit Rs. 6,000 
7. NetIncome Rs, 7,000 : 
8. (a) Credit Balance — Strong Rs. 9,750 ; Weak Rs.18,750. 
(b ) Net Loss Rs: 2,000, 
9. NetProfit Rs. 41,400. 
10. (a)Net Profit Rs. 1,000. 
(b)Net Loss Rs. 2,000 
11. Cash Balance Rs. 4,200 ; Purchase: 


ли» Be p 


12. Liabilities Rs. 


13. 


15. 
16. 
17. 


18. 


19. 
20. 
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Balance Sheet Total Rs. 19,500. 

Balance Sheet Equation : 

A Е; L > (еј 
Rs. 19,500 = Rs. 11,900 + Rs. 7,600 
(i ) Capital on April 1, 1989 Rs.11,000 
Capital on April 1, 1989 Rs. 5,485. 

Cash Balance Rs. 5,470 ; Discount—Dr. Rs. 60, Cr.Rs. 130 ; 
Purchases Book Rs. 22,000 ; Sales Book Rs. 14,850 э 
Returns Inwards Book Rs. 900, Returns Outwards Book 


Rs.2,200 ; Trial Balance Rs. 1,10,070. Gross Profit 
Rs. 5,000 ; Net Loss Rs. 2,530 ; Final Capital Rs. 92,470 ; 

Balance Sheet Rs. 1,00,270. 

Capital Rs. 9,700 ; Trial Balance Rs. 14,200 ; Gross Loss 

Rs. 300 ; Net Loss Rs. 800 ; Balance Sheet Rs..13,400. 

Give reasons in support of your answer. 

Gross Profit Rs.1,500 ; Net Profit Rs.560 ; Balance Sheet Rs. 9,390. 


UNIT 5 


Financial Statements — Trading Account 
and Profit and Loss Account, and Balance 
Sheet 
(15 marks) 
(0 Trading Account, Meaning, Need, Preparation. 
(iD Profit and Loss Account, Meaning, Need, Preparation. 
(ii) Balance Sheet, Meaning, Need, Preparation. 


(v) Use of further information for adjustments in preparation of final 
accounts — 


(а) Depreciation, 
(b) Provision for doubtful debts, 
(c) Outstanding expenses, 
(d) Prepaid expenses, 
(e) Income received in advance and accrued incomes, 
(f) Broad classification of capital and revenue items, 
(g) Closing stock. 
(v) Method of Presenting final accounts : 
(а) Horizontal form—Meaning, presentation, 
(b) Vertical form—Meaning, Presentation, 
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10 


Final Accounts 


. . Oneofthe most important functions of an accounting system is to provide 
Information about the profitability of a business. The term ‘profit * is used in 
different senses by economists and the general public. In accounting, we use 
this term in the sense of net income. Net profit and netincome mean the same 


- thing, 


Inthe first Chapter, we defined profit as anincrease in the owner's equity 
?r capital resultin from operations of the business. In terms of Financial and 
Perating Equation, this may be stated as follows : 
Liabilities 4- [Capital + (Revenue-Expenses)] = Assets 
Net income or net profit Revenue — Expenses. 
To understand this equation and measurement of net income we should 
Clearly understand meaning of the terms ‘revenue’ and ‘expenses’. 
€venue 
The revenue of a business for a given period consists of inflow of assets 
(ther than from the owner or owners) which results in an increase in the 
Owner's equity or capital. Thus when a business (say a repair shop) Tenders 
Services to its customers and charges a customer Rs. 500 for the services, it is 
STévenue to the businessor when a merchandising company sells goods ofthe 
"аце of Rs. 2,000 to a customer, the selling price is revenue to the business 
(the cost ОЁ goods being the expense of the business). 
The following points should however be noted carefully : 
` Not all inflows of assets (particularly receipt of cash) ШОШ. їп 
үед 8. For example, when a business borrows money, increase in cash is 
У an increase in liabilities—the owner's equity or copia 15 not 
ец . Likewise when cash is collected against bills receivables, there a 
(ease incash (in one asset) and a corresponding decrease in bills receivable 
‘Nother asset), and the owner's equity is not RE e 
э; { теуеппе. 
*.. Notevery increase їп owner’s equity comes {тот ae 
ofa invests some additional money in the business, Se Ae dar 
i Н Н ing increase in the ^ - 
But thi ; qun the business with a E been earned by the business. 
!5 does not result in any revenue having 


Xpenses 


ts 
With An expense may bedefinedasanoufflow of assets (опет Ша mud 
^ qira wn by the owner or owners) which has the effect ol 
ЧУ or Capita], 


ine in this sense, 

these are Ses are necessary in a business to obtain revenue, and in this sense 

Oy, are Sometimes referred to as the “cost of doing | insurance, rent, 

Wea US examples of expensesare: salaries paid to employ e Etage COSE 
NE out (depreciation) of the office furniture and equip! 
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248 
of goods or merchandise sold. 


Revenue may be regarded as the positive factor in generating net income 
and expenses as the negative factor. 


BASIS OF ACCOUNTING 
“Cash” versus “Accrual” 


There are two basis of accounting which are in common use in measure- 
ment of business income. These are : 
(1) Cash basis, and 
(2) Accrual basis. 


A reference to them was made in an earlier Chapter also. 
Cash Basis of Accounting 


Under cash basis of accounting, all incomes are considered to be earned 
only when they are actually received in cash. Likewise expenses are 
considered to be incurred only when they are actually paid. In this case 
adjustments relating to outstanding expenses, prepaid expenses, outstanding 
incomes and incomes received in advance are not done. Thus income iS 
recognised only when cash is received and expense is recognised only when 
cash is paid out. Under this system, the profit or loss of an accounting репо 


is the difference between incomes received (whether earned or not) and шо | 
expenses actually paid (whether the expenses relate to the current period 0 
not, it makes no difference). ` 


Cash basis of accountin 
businesses. It has the obviou 
drawback, and that is, that s; 
another period quite often 


g is generally used by individuals and эй 
5 advantage of simplicity, but it has опе a to 
hifting of income and expense of one perio 5 
Р takes place—resulting in understatement of incom 
for one period and overstatement of income for the other period. AS 
consequence of this, the r 


я ith 
esults of one trading peri tbe compared Wi 
those of the other trading periods, 8 period canno 


Accrual Basis of Accounting 


; ng. 
€ must adopt this basis of accounti he 
ent entries must be passed befor 


e 

Illustration 1. Ajay starts anew business with a capital of Rs.10,000. He ро jef 

year’s rent Rs, 3,600 in advance, and engages a part-time clerk on a monthly 5 pho 

Rs.200 tobepaid onthe 7th of the following month, Heborrows Rs. 6,000 from ^ oe 
and pays him six months’ interest at the rate of 1% per mensum in advance. D 
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first quarter, he makes a gross profit of Rs. 2,000. 
Find out nis net profit for the first quarter if he follows : 
(1) cash basis, and 
(2) accrual basis, of accounting. 

Solution : 

(1) Cash Basis 


Dr PROFIT AND LOSS ACCOUNT 
1 for the Quarter ending оп... 


Cr. 


T Rs. Rs. 
fent 3,600 | By Gross Profit b/d 2,000 
alary (for 2 months By Net Loss transferred 
le., actually paid) to Capital A/c 2,360 


To Interest on Loan 


Q) Accrual Basis 
PROFIT AND LOSS ACCOUNT 


ОДА 3 i 
d for the quarter ending on... Cr. 


Rs. 


900 | By Gross Profit b/d 2,000 


Д Деп (for 3 months) 
To ney (for 3 months) 
rs m Loan (for 
T onths) 
9 Net Profit transferred 
o Capital A/c 


MATCHING REVENUES AND EXPENSES 

Op Аз already observed, any increase in owner’s equity resulting from the 

е eration of the business is called а revenue, and апу decrease in owner’s 
Tüity is called an expense. Profit is the excess of revenues over expenses. 


Lose; 
55 is the excess of expenses over revenues. —— 
rofit or net loss) for an accounting 


. Inorderto find out income or loss (net proti ) с 
be Od, it is but fair that the expenses incurred in the accounting period must 
s Matched with the revenues eamed in that period. In business, all costs and 
x fearning revenue. They should as such 


period and are as such designated 
ses is yet to be derived in the future 


250 


7 


The assigning of expenses to revenues is called matching expenses with 
revenue. 


Businesses that recognise the principle of matching periodic revenues 
and expenses are said to be maintaining accounts on “accrual” basis. 


Accruals and Deferrals—A precise cutoff of transactions 


When ‘accrual’ method of accounting is followed in a business, a 
of adjustments relating to accrued and deferred items have to be made sof 
end of the accounting period. This may be due to the fact that many item: 
incomes and expenses may relate to more than one accounting period. & 

Some of the accruals and deferrals (the treatment of which will 
explained in detail in this Chapter) may be : m die 

1. Accrued expense (or outstanding expense). This is an expense ma 
current period which has been incurred but which has not been paid at the en 
of the period, e.g., Outstanding salaries or rent. 


А р е 
2. Accrued income (or outstanding income). This is an income of m 

current period which has been earned but which has not been received al 

end of the period, e.g., interest due on investments, 


vt nse 
3. Deferred expense (or expense paid in advance). This is an expe 
which has been incurred in the current period but the benefit of which is ue 
derived over the next period or periods also, e.g., insurance paid in advan 
stationery purchased but not consumed at the end of the accounting peri 


ED 

4. Deferred income (or income received in advance). This is an x. 
received in the current period but which has not yet become due, 6" 

apprenticeship fee and interest received in advance. 


e 
АШ озо accruals and deferrals are to be adjusted at the end of Шо 
‚ 2¢counting period in order to find out the correct amount of profit or loss? 
during the accounting period, Some of these adjustments were explain 
earlier Chapter. A few more will be explained in this Chapter. 


FINAL ACCOUNTS 


ase 
and Loss Account, and Balance Sheet, 
collectively called Final Accounts because they are prepared at the close Fina! 


а 
t but 
heet which is not an. account c 
statement, It has, however, become conventional to use a singleter™, Fist 
Accounts, for them. 


d cd Objects of preparing the Final Accountsare— . کان‎ 
0 ascertain the netresult of the trad; i an acco 
eee e trading operations for 


qa 
em 2) To assess the financial condition of the business at the clos? of 


in 
Thenetresultofthe businessis indicated b дед 
‹ s theprofitorloss m4 
tie period. The profit or loss is disclosed, as арон earlier, by б г бю” 
tading A/c and Profit and Loss Alc. The former shows Gross Profit © 
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Loss which is transferred 10 Profit and Loss A/c. The latter shows, after 
Ваша Domina accounts are closed by transfer to it, the Net Profit or Net 
ЕЕ раа condition of the business is disclosed by a statement called . 
р PREPARATION OF FINAL ACCOUNTS 
i In examination questions, you are given a Trial Balance with the help of 
which you are required to prepare Trading and Profit and Loss A/c for the 
accounting period and a Balance Sheet at the close of that period. The 
pieparation of Trading A/c, Profit and Loss A/c and Balance Sheet, from the 
Trial Balance is just a mechanical step, and if itis done with a little care, there 
is no reason why the Balance Sheet should not tally. The mechanical nature 
Of the steps may be explained as follows : 
i (1) The double entry of all the transactions is complete in Ledger. The 
st of it is the Trial Balance which agrees. 
The following accounts, according to the rules of double entry system; 

Show a debit balance : 

(а) Opening Stock, 

(b) Purchases, 

(c) Returns Inwards, 

(d). Expenses and Losses, 

(e) Debtors, and 

(f) Assets. 

Their double entry is completed by the following accounts which show 

& credit balance : 

(a) - Sales, 

(b) Returns Outwards, 

(c) Gains and Profits, 

(d) Creditors, and 

(e) Liabilities including Capital. 


Returns Inwards A/c, for example, shows a debit balance. Itcanbeshown, 
aS a rule, on di ciui of the Trading A/c. But it is preferable to show it 
Sa deduction from the Sales on the credit side of the Trading A/c. This is done 


© show Sales at the net value. i Е 
(3) Th hich show а credit balance appear either on the 
Credit a ofthe trading ot refi andLoss Alcor on the liabilities side of the 
Glance Shet. Some of the items showing a credit balance are shown аз а 
duction on the opposite side, ¢.g., Returns Outwards are shown as a 
eduction from the Purchases on the debit side of the Trading A/c. 
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i in Tri d so also in Trading 
ble entry is complete in Trial Balance an 
Alc. B Le) A/c, and Balance Sheet. As such the two totals of the 
Balance Sheet must tally. d 


The question why the two totals of the Balance Sheet tally has already 
been answered. 


(4) The double entry of adjustments is completed in Final Accounts. 
TRADING ACCOUNT 


A Trading Account contains, in a summarised form, the баса: A 
the trader relating to the commodities in which he deals, throug i о 
accounting period. The principle for the preparation of Trading A/c is tha! Ens 
of goods sold in an accounting period is matched against the sales revenn A 
that period. Therefore all expenses which relate to either purchase o 
material or production or manufacturing are charged to the Trading A/C. 


The form of a Trading A/c prepared by a business which sells goods in 


: Р it 
practically the same form in which it acquires them, contains on the debi 
side : 


(1) Opening Stock, 
(2) Net Purchases, i.e., Purchases less Re 
(3) Carriage Inwards, 

and on the credit side : 


(1) Net Sales, i.e., Sales less Returns Inwards, and 
(2) Closing Stock, ' 


turns Outwards, and 


` ss 
The difference between the two sides of the Trading A/c represents Gro: 
Profit or Gross Loss which is transferred to Profit and Loss A/c. 


In a business which purchases raw material and converts it into finished 
product by expending some labour and incurring some expenses on it, 
"Trading A/c contains the following items : 


On the Debit Side 
l. Opening Stock. This item is 


amount of stock with which the accounting period starts. It appears as 
first item on the debit side of the Trading A/c. It includes : 
(а) Stock of raw material, 


; als 
(0) Stock of semi-finished goods or work in progress, i.e., шо 
upon which some work hasbeen done but which are not yet completed, 


Е по 
(c)Stock of finished goods. Incase оға new business, there will be 
pening stock, 


is the 
found in the Trial Balance and is pr 


on 
2. Purchases. Purch 


Р item 
ases Of raw material are shown as the next ite 2 


ding A/c. If there are any Returns Оза 
Purchases Returns, they are shown as a deduction from Purchases. It SPO 
be noted that all the pure! 


. into 
hases relating to the accounting period are take? 
account. 
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3. Dock Charges, Freight, Duty and Clearing Charges, etc. All these 
expenses increase the cost of raw material purchased and are, therefore 
debited to Trading A/c. | 

_ 4. Carriage or Carriage Inwards or Cartage or Cartage on Purchases. 
This is an expense which is incurred to bring the raw material into the godown 
or factory. This also increases the cost of the raw material and is therefore 
debited to Trading A/c. 

5. Motive Power, Coal, Coke, Gas, Water etc. Any of these may be the 
Source of power with which the machinery is propelled. This adds to the cost 


` Of the goods manufactured and is therefore debited to Trading A/c. 


. 6. Wages. These are the wages paid to workmen engaged in the produc- 
tion of goods. The wages add to the cost of production and are, therefore, 
debited to Trading A/c. It should be noted that salaries paid to the Works 

ager or Foreman are also debited to Trading A/c. 

7. Factory Expenses as Factory Lighting, Factory Insurance, Factory 
Rent etc. All these expenses are manufacturing expenses, and appear on the 
debit side of Trading A/c. 
© 8. Manufacturing Expenses. 

Xpenses as. glue, strings, cil, grea 

Tading A/c. 

In brief, we ma that 

у say 
n. Cost of production of the g 
n the Credit Side 
4 l. Sales. Sales are shown on the credit side of Trading A/c at net value, 

“€., Sales less Returns Inwards or Sales Returns. ЖЕ aul 
2. Clos; ane like the opening stock, includes (a) Stock o 

losing Stock. This item, shed goods, and (с) Stock of finished 


Material, (b) Stock of semi-fini : 
S. It is Eo in the adjustments appended to the Trial Balance. 


The closing sto j lained, is valued at cost or market price 
; tock, as already explainec, 7 бол. 
Whichever is К ус This rule is based on the following two principles : 


(1) All possible losses must be provided for. 
(2) All possible gains must not be anticipated. ` 


The valnat; on “cost or market price whichever is lower” is 
eu ie is is also important if you want to 


ed опа $ ive policy. Thi 
Tem A ON a sound conservative policy: = =. nity i ing results, th 
Princ? in competition. In order to have WU ae ў 
Ciple of valuation of stock should be strictly 2 Sat) 
Closing Stock is taken into account by means of the following Journal 


This head includes small manufacturing 
se etc. Such expenses are also debited to 


all manufacturing expenses which contribute to 
oods are debited to Trading Ale. 


Taw 


entry 
Stock дус D 
To Trading A/c n 
; 3 it also appears on the assets side 
¢ closing stock is an asset and hees lete its double entry. 


of 
the Balance Sheet, This js also done 0 сотр 
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All the above accounts are closed by transfer to Trading A/c through the 
following closing entries : ) 
Trading A/c ]- Dr. 
To Stock A/c 
To Purchases A/c 
To Returns Inward A/c 
To Carriage A/c 
To Wages A/c 
To Power A/c 
(Being transfer of these accounts to the 
Dr. of Trading A/c) 


Sales A/c 
Returns Outwards A/c 
To Trading A/c 
(Веїпр transfer of these accounts to the ? 
Cr. of Trading A/c) 
Stock A/c 
To Trading A/c 
(Being closing stock taken into account) 


To transfer Gross Profit to Profit and Loss Account : 


EN 


Dr. 


"Trading A/c 
To Profit and Loss A/c i 
(Being transfer of Gross Profit to Profit 
and Loss A/c) ) 
To transfer Gross Loss, if any, to Profit and Loss Alc: 
Profit and Loss A/c Dr. 
To Trading A/c , 
(Being transfer of Gross Loss to Profit 
and Loss A/c) 
Advantages of "Trading Account . nes 
If Trading A/c is prepared for each accounting period on the above line 
it can serve a very useful purpose in the sense : and 
(1) That the percentage of Gross Profit on Sales may be calculated: of 
compared with that of the previous years, to have an idea as to the progres 
the business. 


(2) That the opening and closing stocks may be compared. have 
(3) That the purchases that have been made and the expenses that 
been incurred have been judicious, 


EIE ge 
(@) That the future prices may be adjusted if the anticipated per 

of profit is not being earned.- 

PROFIT AND LOSS ACCOUNT nt- 

. The trader is not content with the Gross Profit earned during the acco ad 

1ng period, He has to incur various expenses in carrying on the busine" «o 

in selling and distributing the goods. АП such expenses must be take ich i$ 

account to ascertain the net Tes ( 


disclosed by Profit and Lo: 
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The Gross Profit or Gross Loss as shown by Trading A/c is transferred 
to Profit and Loss A/c which is debited with all other losses and expenses 
(excepting those already shown in Trading A/c) and credited with alll gains and 
benefits. The resulting balance of Profit and Loss A/cis either Net Profit or Net 
Loss for the period. If the total of the credit side (gains and profits) exceeds the 
total of the debit side (expenses and losses), there is a Net Profit; if otherwise, 
there is a Net Loss. 

The debits to Profit and Loss A/c may be classified under the following 
eads : 

1. Office and Administrative Expenses, e.g. Salaries of Office Staff and 

gers, Office Expenses, Office Rent, etc. ae 

2. Selling Expenses, e.g., Travellers’ Salaries and Commission, Agents’ 

Ommission, Advertising, etc. f ч 

3. Distribution Expenses, e.g., Delivery Van Expenses, Carriage Out- 
Wards, Freight paid on goods sold, Packers’ Wages, ete: A 
С 4. Miscellaneous Expenses, e.g. Interest on Capital, Depreciation, 

eneral Expenses, Sundry Expenses, etc. 

The Net Profit or Net Loss, as shown by Profit and Loss A/c, 

Capital A/c of the trader. 


All Nominal Accounts (excepting th 
Alc) are closed by transfer to Profit and Loss 
entries ; 

To transfer Nominal Accounts which show a 

fit and Loss A/c 
To Rent A/c 
To Salaries A/c 
To Discount A/c i 
. _ To General Expenses A/c 
cing the transfer of above accounts tO 

the debit of Profit and Loss A/c) 

To tr ansfer Nominal Accounts which show асе Si 

Omission Alc Dr. 

terest A/c $ 
_ To Profit and Loss A/c 
(Being the transfer of above accounts 10 
е credit of Profit and Loss A/c) 


To transfer Net Profit : 

Profit and Loss A/c р. 
о Capital A/c В 

(Being transfer of Net Profit to Capital A/e) 


To transfer Net Loss, if any : 
, if any : 
Capital A/c 2 


is transferred 


ose already dealt with in Trading 
A/c through the following closing 


debit balance : 
Dr. 


„То Profit and Loss A/c . 


^ 
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Combined Trading and Profit and Loss Account 
For convenience, the Trading A/c and Profit and Loss A/c are usually 


combined into one account, called Trading and Profit and Loss A/c. This 
account is prepared in a combined form in two parts. 


BALANCE SHEET 


After having dealt with all Nominal Accounts, itis only Real and Personal 
Accounts which show a balance. They are arranged in a certain order in the 
form of a statement called Balance Sheet, Balance Sheet is prepared to 
ascertain the financial condition of the business as at the close of the 
accounting period. 
Arrangement of Assets and Liabilities in Balance Sheet. 
SOME PRACTICAL HINTS 


1. Before attempting a question on Final Accounts, some distinctive 
marks should be placed against each item. These marks should show as to 
whether a particular item will appear in Trading A/c or Profit and Loss A/c or 
Balance Sheet, This will save you of the botheration of going through the Trial 
- Balance every time you are Preparing Trading A/c, Profit and Loss A/c and 

Balance Sheet, You can concentrate оп йет of one category atone time. The 
marks should, however, be placed in such a way that the eye catches the items 
of like nature at one glance, 

2. If the distance between the Led 
large, draw lines with ruli 
ledger account with the 
sition of amounts, 


Бег accounts and amounts is pe 
er after every fourth or fifth account, connecting 
amount, This would eliminate chance of any transpo 


3, The double entry is complete in Ledger. That is why the two totals e 
the Trial Balance tally. If the debit and стей iti 
to prepare first A Trial Balance and 


n difference in the debit and credit totals, place the difference to Suspence 
с, 


4. Allitems which appear in the Trial Balance are dealt with only once 


se cide 
6. The items which show a credit balance appear either on the credit sid 
Of the Trading or Profit and Loss A/c or on the liabilities side of the Balan! a 
Sheet, If a credit item.is shown on the debit or assets side, it is shown 25 
deduction from some item on the debit or assets side. 4 

Illustration 2, From the following Trial Balance of Rama prepare Trading 9? t 
Profit and Loss A/o for the year ending 31st March, 1989 and RBS Sheet as on t^ 
date, Also Pass closing entries ; 


TRIAL BALANCE OF RAMA ENTERPRISES 
for the period ending on 31st March, 1989 


B —— 
Dr. Cr. 


| 
к 
| 


Ledger Accounts : 3 
Balances Balances 
~= Capital 1,00,000 
~ Machinery 30,000 
Stock(1st April ‚ 1988) + 15,000 
Wages + 50,000 
Carriage Inwards + 500 
Salaries x 5,000 
Factory Rent + 2,400 
epairs x 400 
Fuel & Power * 2,500 
7 Furniture 5,500 
> Building 20000 
~= Уша А 
Sales” Debtors " is 2,03,600 
Purthases + 1,22, 
~ Sundry Creditors D 
Retums Outwards + Ut 
Retums Inwards + 3,600 3 
> Drawings 2,000 
Discount Allowed × "ES 250 
Discount Received x 
ce Expenses x 100 
anufacturing Expenses Y 
Пи Bills Payable" ‚реп: 8,500 
Z ЭШ Receivable 
7 Cash in Hand 
Cash at Bank 
Office Reng X 


Val 
Margy f Closing Stock on 31st 
* 1989 was Rs.11,000 


lution 
Pig Ale Dr. 150 
© Stock(1st April, 1988) A/c 122, 
uo Purchases "a 3,600 
то Retums Inwards A/c 70 
то Carriage Inwards A/c 25 
Té Fuel & Power A/c 50,000 
9 Wages A/c 2,400 
© Factory Rent A/c 0 
Bein МЕ. Expenses Ak 
i б 
to Trading Ale) of above Accounts 
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Sales A/c 
Retums Outwards A/c 

To Trading A/c . 
(Being transfer of above Accounts 
to Trading A/c) 


Stock A/c Dr. 
To Trading A/c 

(Being Closing Stock taken into 

account) i 

Trading A./c Dr. 
To Profit and Loss A/c 


(Being transfer of Gross Profit to 
Profit and Loss A/c) 


Profit and Loss A/c Dr. 
To Salaries A/c 
To Repairs A/c 
To Discount Allowed A/c 
To Office Expenses A/c 
To Office Rent A/c 
(Being transfer of above Accounts 
to Profit and Loss Alc) 


Mar. 


ES 


11,000 
11,000 


20,000 


20,000 


31 8,950 


31 | Discount Received A/c 
To Profit and Loss A/c 
(Being transfer of above Account 
to Profit & Loss A/c) 


Profit and Loss A/c 

To Capital A/c 
(Being transfer of Net Profit to 
Capital A/c) 


Capital A/c 
To Drawings A/c 


(Being transfer of Drawings A/c 
to Capital A/c) - 


250 250 


31 11,300 
? 11300 . 


2,000 2,000 


TRADING ACCOUNT OF RAMA Cr. 
Dr. for the year ending 31st March, 1989 


To Stock (1st April, 1988) 


2,03,600 

` Less Retums 000 
Inwards 3600 | 200 

By Stock (31st March, 11,000 
1989) \ 


To Purchases 1,22,000 
Less Returns 
Outwards 2,000 

To Carriage Inwards 

To Fuel & Power 

To Wages 

To Factory Rent 

To Mfg. Expenses 

To Gross Profit transferred 

to Profit & Loss Ale 


PROFIT AND LOSS ACCOUNT OF RAMA ` 
Dr. for the year ending 31st March, 1989 Cr. 


Rs. i 
To Salaries 5,000 | By Gross Profit b/d 20,000 
To Repairs 400 | By Discount Received 250 
To Discount Allowed 750 
То Office Expenses 1,000 
To Office Rent 1,800 
To Net Profit transferred 


to Capital A/c 


BALANCE SHEET OF RAMA 
as on 31st March , 1989 


Liabilities Assets Amount 

| 5 
Rs. Rs. 
Sundry Creditors 11,500 | Cash in Hand 2,400 
Bills Payable 8,500 | Cash at Bank 15,400 
Capital 1,00,000 Bills Receivable 5,000 
Add 11,300 Sundry Debitors 20,000 
Pror nao | Stock 11,000 
1,11,300 Furniture 5,500 
1,09,300 | Machinery 30,000 


Building 


Arrangement of Assets and Liabilities in Balance Sheet 

There is no prescribed form of Balance Sheet for sole proprietory and 
Partnership busineses. It depends on them as to how they show assets and 
liabilities in Balance Sheet. It is, however, better that they adopt some order. 
It has almost. become a tradition to show the assets and liabilities in the 
following order. 
. Assets. These are arranged in Balance Sheet in the order of liquidity, i.e., 
in the order of the ease with which they can be converted into cash. A list of 
a few assets and the order in which they appear is given below : 

Cash in Hand 

Cash at Bank 

Investments 

Bills Receivable ` 

Sundry Debtors 

Stock in Hand 

Prepaid Expenses 

Furniture 
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Machinery 
Patents 
Land and Building 
Goodwill. 


iabiliti. e ed in Balance Sheet in the order of urgency 

of UU Ed NN m and the order in which they appear is 
given below : 

Sundry Creditors 

Bills Payable 

Creditors for expenses 

Loans 

Capital. 


The above arrangement of assets and liabilities is followed by sole es. 
and partnership firms for which there is no prescribed form. The joint * fe 
companies follow, more or less, a reverse order. This shall be discussed i 
chapter on Company Accounts in Volume Two. 


ADJUSTMENTS 


It has already been explained in an earlier chapter that at the close of Е 
accounting period, all expenses and losses, and gains and profits ААО À 
that period must be taken into account. This is important, if Profit ani enel 
A/cis to disclose the correct amount of profit or loss and if the Balance 
is to show the true financial position of the business. 


e 
Ithas already been pointed out in an earlier section of this Chapter usnm 
double entry of all the accounts thatappear in a Trial Balance is complete. А, 
is why alll these accounts are dealt with only once in the final accounts, 
either in Trading A/c or in Profit and Loss A/c or in Balance Sheet. 


ial 
The double entry of all the adjustments which are appended to tie 
Balanceisto be completed and that is why all adjustments are dealt with 
18 1s an important point to be noted. 
Theadjustmen 
again. 


: with 
Is which have already been explained are briefly dealt 


(1) Outstanding 
Adjusting Entry 
Salaries Alc Dr. 

To Salaries Outstanding Alc 

ig Salaries Outstanding provided for) 


Expenses (say Salaries) 


(Bein, 
Dr. 


Profit and Loss A/c Cr. 


Balance Sheet 


Assets = 


To Salaries 
Add Outstanding 


Salaries 
Outstanding 
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(2) Prepaid Expenses (say Insurance Premium) 


Adjusting Entry : 
Prepaid Insurance A/c Dr. 
To Insurance A/c 
(Being Insurance prepaid taken into account) 
Dr. Profit and Loss A/c _ сг. Balance Sheet 
Liabilities Assets 
To Insurance Prepaid Insurance 
Premium 
Less Prepaid 
(3) Interest on Capital 
Adjusting Entry : 
Interest on Capital A/c Dr. 
To Capital A/c 
(Being Interest on Capital) 
Dr. Profit and Loss A/c Cr. Balance Sheet 
Liabilities Assets 
To Interest on Capital 
Capital Add Interest on 
Capital A 
(4) Interest on Drawings 
Adjusting Entry : 
Drawings/Capital A/c Dr. 
To Interest on Drawings A/c 
(Being Interest on Drawings) 
Dr. Profit and Loss A/c Cr. Balance Sheet 
Liabilities Assets 
By Interest on 
Drawings Capital 
Less Interest 
on Drawings 
(5) Depreciation (Say on Furniture) 
Adjusting Entry : 
epreciation A/c Dr. 
To Fumiture A/c 
(Being depreciation provided) 
Dr, Profit and Loss A/c Cr. Balance Sheet 
Liabilities Assets 
To Depreciation Furniture 
Less Depreci- 


9n Fumiture 


ation 
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i i ho share 
tration 3. From the following Trial Balance of Ram and Sham w. 
eae prepare Trading and Profit and Loss Accounts for the year ended 31st 
March, 1989 and Balance Sheet as on 31st March, 1989. Also pass the necessary 
justing entries. 
аа TRIAL BALANCE as on 3151 March, 1989 


Rs. Rs 
Dr. Balances Cr. Balances 
Land and Buildings 10,000 Bills Payable 1 ne 
Stock of Goods on Ram's Capital 14,000 
1.4.88 3,800 Sham's Capital 34200 
Plant and Machinery 4,500 Sales 100 
Bills Receivable 2,000 Discount > 3,000 
Purchases 12,000 Creditors 2 00 
Wages 4,000 Interest 500 
Salaries 2,000 Retums Outwards 
Rates and Taxes 250 
General Office Expenses 750 
Debtors 1,500 
Fumiture and Fittings 500 
Cash at Bank 8,750 
Investments 5,000 
Rent (Office) 2200 
Bad Debts 100 
Insurance 1,500 
Gas and Fuel 450 
Freight and Carriage 200 
Factory Lighting 100 
Retums Inwards 400 T 
60,000 Nn 
= rr 
Stock on 31st March, 1989 was Rs. 5,000. Write off depreciation 10% j 
Pamiture and Fittings, 5% on Land and Buildings and 20% on Plant and Man "Asp, 
Provide for the following Outstanding Expenses : Wages Rs. 650, Salaries i 1218 
cae Rent Rs. 200, Insurance paid in advance Rs. 300. Provide interest on CaP 
p.a. 
Solution ; 
ADJUSTING ENTRIES 
1989 
Mar. |31 | Depreciation Alc Dr. 50 
To Fumiture & Fittings A/c 500 
To Land & Buildings A/c = 900 
To Plant & Machinery A/c 
(Being depreciation provided @ 
10 %, 5% and 20% respectively) 
Wages A/c 
site Ne а 
Office Rent A/c Dr. 200 650 
To Wages Outstanding A/c $ 250 
To Salaries Outstanding A/c 200 
То Office Rent Outstanding A/c 
(Being outstanding expenses 
provided for) 2) 


1989 
Mar. 


Dr. 


31) Prepaid Insurance A/c 
To Insurance A/c 
(Being prepaid insurance taken into 


account) 


Ба on Capital A/c 

To Ram's Capital A/c 

To Sham’s Capital A/c 
(Being interest on Capital @ 15% 
p.a.) 


Stock A/c 
To Trading A/c 


(Being closing stock taken into 
account) 


TRADING ACCOUNT 
for the year ended 31st March, 1989 


3,150 


5,000 
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1,050 
2,100 


5,000 


Cr. 


Rs. - 
To Stock (1.4.88) 3,800 | By Sales 34,200 
To Purchases 12,000 Less Retums 400 
Less Retums 33,800 
11,500 
To Freight and By Stock (31.3.89) 5,000 
Carriage 200 i 
To Wages 
Add 
Outstanding 4,000 
650 4,650 
To Gas and Fuel 450 
To Factory Lighting 100 
To Gross Profit Trans- 
ferred to Profit & 
Loss A/c 


PROFIT AND LOSS ACCOUNT 


for the year ended 31st 


March, 1989 


Rs. 1 
To Salaries 2,000 By Gross Profit b/d 18,100 
Add Outstanding 250 By Discount 100 
js —| 2250 | By Interest 200 
T Rates & Taxes 250 
9 General Office 


(Canta \ 


To Depreciation on : 
Fur & Fit. 


Land & Build. 500 
Plant & Mach. __900 | 
1,450 
To Interest оп: 


Ram's Capital 1,050 
Sham's' Capital — 2,100 


To Net Profit 
transferred to : 
Ram's Capital, 
Sham's Capital 


BALANCE SHEET OF RAM AND SHAM 
аз оп 31st March, 1989 


Liabilities 


R^ 
8,150 
Sundry Creditors Cash at Bank 2,000 
Bills Payable _ 1,000 | Bills Receivable 5,000 
Creditors for Expenses: Investments 1,500 
Wages 650 Sundry Debtors 5,000 
Salaries 250 Stock 300 
Rent 200 Prepaid Insurance 
| 1100 | Famitare & Fittings 500 450 
Ram's Capital 7,000 Less Depreciation 50 
—— | 
Add Interest 1,050 Plant &Machinery 4,500 
Add Profit 3,425 Less Depreciation 900 | — 4690 
mens 0117475 
Star's Саны 14,000 Land & Buildings 10,000 
terest 2,100 iati 
Add Profit 3405 Less Depreciation 
Som 19,525 


SOME OTHER ADJUSTMENTS 


ing at th 
(1) Incomes Outstanding, Just as some expenses are outstandi n m 


ing: 

nting period, some incomes may also be оша T 
t may not eived, 50 

must also be taken into account. у= 


ОЛ 

© oe apart of the premises has been let and the rent for the last те 
followi Ounting period has not been received in the accounting Рё 

wing adjusting entry shall be Passed for it : 

Rent Receivable Alc Dr. 

To Rent A/c i 


eing Rent Receivable outstanding) 
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It would be shown in the accounts as follows : 


Dr. Profit and Loss A/c Cr. Balance Sheet 
Liabilities Assets 
By Rent n 
Add Out- Rent Receivable 
standing і Outstanding 


(2) Incomes received in Advance. Sometimes, certain incomes are 
Teceived in advance. If the entire income received in advancerelates to the next 
accounting period, it must not be shown in Profit and Loss A/c of the current 
Period. If a part of it relates to the next accounting period, it must be 
accordingly adjusted. 

Suppose asum of Rs.10,000 is lenton 1stJanuary, 1989, atthe rate of 10% 
P.a., and interest for six months amounting to Rs. 500 is received in advance. 
If the accounting period ends on 31st March, 1989, three months’ interest has 
been received in advance. Its adjusting entry will be as follows : м 


Interest Received A/c Dr. 250 


To Interest Recd. in Advance A/c 250 
(Being three months’ Interest received in advance) 
It would be shown in the accounts as follows : 
Dr. Profit and Loss A/c Cr. Balance Sheet - 


Liabilities ie Assets 


By Interest 500 
Less Recd. Interest Recd. 


in advance 250 in advance 250 


250 


(3) Goods received near the close of the accounting period and 
included in closing stock but for which there is no record in books of 
Account as invoices have not been received. In such a case, the amount of 
Purchases as recorded in books of account is less and at the same time the 
liability to the supplier does not appear in the books. To set this matter right, 
the following entry should be passed at the close of the year : 


Purchases A/c Dr. 


To Supplier 

(Being entry for the record of Purchases 

for which invoices have not yet been 

Teceived) 
. Purchases would be increased in Trading A/c and creditors would be 
Increased on the liabilities side of the Balance Sheet by the amount of 
Purchases for which invoices have not been received. 
f Similarly, it should be seen that goods sold near the close of the period, 

Or which required entry has not been made in books, are not included in the 


Closing stock. The required entry for this would be : , 
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nc АК Dr. 
de for record of sale at the 
close of the period) 
бу Goods taken by the proprietor for his personal use but Po 
recorded in books of account. The adjusting entry for this at the close o 
period is as follows : 
Drawings A/c Dr. 
To Purchases A/c ‹ 
(Being goods taken by the Proprietor 
ıfor his personal use) - uM 
Purchases would be reduced on the debit of Trading A/c by the M RE 
goods taken by the proprietor for his personal use. At the same time, 


amount of Drawings will increase or the capital will decrease by the same 
amount. 


(5) Loss of goods due to any abnormal circumstances as fire; food 
earthquake, е еіс. This has been explained in some Special Po 
discussed later in this Chapter. 

(6) Works Manager's and General Manager's Commission. Very 
often, the Works Manager and the General Manager are paid, in addition 


their regular salary, a commission based on Gross Profit or Net Profit. This is 
done in order to mak 


Works Manager's Commission. 1 
though it would be more advisable to b; 
itmay happen that while there is Gros: 
very little Net Profit. 


If, however, the commission is based on Gross Profit and a provision 
to be made for it at the end of the accounting period, the following adjus 
entry is passed : 

Works Manager's. Commission A/c 

To Works Manager's Commission 
Outstanding A/c 
(Being the provision for Works Manager's 


t is usually based on Gross pond 
ase iton Net Profit because somet is 
5 Profit there is no Net Profit or the 


Dr. 


ission) 


р " С. 
Works Managet’s Commission A/c is closed by transfer to Trading А/ 


Solution : 
Adjusting Entry : Rs. 
Works Manager's Commission A/c Dr. + 1020 
To Works Manager’s Commission 1020 
Outstanding A/c 
(Being provision of Works Manager's 
jn ission (2 2% on Gross Profit 
which amounts to Rs, 51,000) 
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Dr. Trading A/c Cr. Balance Sheet 


To Works 
Manager's 
ission 


Works Manager's 
Commission Out- 


960 


,. Ifthe Commission is based on Gross Profit after charging such Commis- 
aah to Trading A/c (which is generally the case), it would be calculated as 
Ollows : . 


е 2) 2 
Commission = 2 x 51,000, ie., —— x 51000, Łe., Rs 1,000 
p 100 +2 102 


For the method of calculation, see General Manager’s calculation of 
Commission in a similar case. . \ 

;.. General Manager's Commission based on Net Profit. This commis- 
Sion May be based on Net Profit— 

(а) before charging such Commission to Profit and Loss A/c, and 

(©) after charging such Commission to Profit and Loss A/c, 

If, however, nothing is mentioned, it is assumed that the Commission is 
BS 9n Net Profit after charging such Commission to Profit and Loss A/c, 
е term Net Profit we mean profit which remains after charging all 

c. Ses and losses and crediting all gains and profits to Profit and Loss 


Ay 


Al, Commission on Net Profit before charging the same to. Profit and Loss 
©. Its calculation is done as follows : + 
(i) Total up the two sides of the Profit and Loss A/c. 
(ii) Findout the difference between the two totals. This isthe NetProfit 
before charging Commission. 
(ii) Calculate Commission on Net Profit before charging Commission, 
23. Net Profit before Rate of Commission 
mmission = Д ЗЕЯ 
Cs n charging Commission 100 
Illustration 5. The Gross Profit of Moti Electronics for the month ending 31st 


March, 1989 is Rs. 10,000. Their ex : 
. 10,000. penses for the year are as follows : 
Salaries Rs. 2,000, Office expenses 400. ws: RentRs.1,000, 


The Manager is entitled to a Commission of 10% on Net : 
his Commission to Profit and Loss A/c. °t Profit before charging 
Calculate the Commission and show how it would be dealt with i 
in final 
lution : os 
Calculation of Net Profit before charging Manager’s Commission 


Gross Profit- Expenses, Le., Rs.10,000— (Rs. 1 
ылоо Re 3,400 — Rs. 6,600. CRs. 1000 + Rs. 2000 «Rs, 400), fe, 
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Manager’s Commission = Rs. 6,600 S = Rs. 660 


Adjusting Entry : 
Manager's Commission A/c 
To Manager's Commission 
Outstanding A/c 
(Being Manager's Commission based on 
Net Profit before charging Commission 
i.e., Rs. 6,600, at the rate of 10%), 


PROFIT AND LOSS ACCOUNT OF MOTI ELECTRONICS 


Dr. 


Rs. 660 


1,000 | By Grose Profit b/d 


Dr. for the month ended 31st March, 1989 
Rs 
To Rent 
To Salaries 2,000 
To Office Expenses 400 
To Manager's Commission 660 
To Net Profit transferred 
~ to Capital A/c 5,940 


BALANCE SHEET OF MOTI ELECTRONICS 


for the month ended 31st March,1989 


Liabilities 


Manager's Commission 
Outstanding 


Note. In this case 
Rs. 660 is not 10% of Net Profit, 
his Commission to Profit and Loss Alc. 

Commission on Ni 
Alc. If calculation of 
after charging the С 


(i) We cann 
of the Net Profit whi 


Assets 


Rs. 660 


10,000 


NO 
you would note that the Manager's Commis eue 
» Le. Rs. 5,940 which remains after с 


oe 
et Profit after charging the same to Prof us ems 
Commission is to be based on Net Profit which Г arise * 
ommission to Profit and Loss A/c, two problems 


t 
en moun 
ot calculate Commission as we do not know the amou 


3 à oats fit 
ch remains after charging such Commission to Pro 
Loss A/c, 


- (ti) We cannot cal 
the Commission. 

The Calculation of Commi 

The problem may be solve 

Illustration 6, In ; 


the previo 
anager on the Net Profit Temai 


f 
unt © 
Culate Net Profit as we do not know the amo 


ssion and Net Profit is interdependent. 
d algebraically. of the 
us Illustration calculate the Commissio? fit алй 


ining aft i ission to Pr? 
Loss A/c, - Б alter charging such Commiss 


Solution : 


Dr. for the month ended 31st March, 1989 


To Rent 
To Salaries 
To Office Expenses 


To Net Profit transferred 


^» 


PROFIT AND LOSS ACCOUNT 


By Gross Profit b/d 


9 Commission 


to Capital A/c 


3,400+11X 


Tis calculation is explained below : 
We assume that the Commission is X 
The Net Profit, therefore, will be 10X 


The algebraic equation is 3,400 + 11X 210,000 
11X =10,000-3,400 


= 6,600 


Therefore X= 600; - 
The Manager's Commission is Rs. 600 which is 10% of Net Profit (Rs. 6,000) 


Which г emains after charging such Commission to Profit and Loss A/c. 


* 


You may also follow the unitary method, if you like. 

Suppose net profit after charging Commission is Rs.100. 

Therefore Commission will be Rs.10, and Net Profit before 
charging such Commission will be Rs. 110. 

If Net Profit before charging Commission is Rs. 110, 


the Commission =Rs.10. 
If Net Profit before charging Commission is Re.1, Р 
the Commission = Rs. 
If Net Profit before charging Commission is Rs. 6,600 °, 
the Commission = R 210:х6600= Rs. 600. 
For the convenience, a formula is given hereunder : 
Commission (Based on t 
Net Profit after _ Net Profit before Raw 
charging Commission, charging Commission > 100 + Rate 


In the above illustration, Commission 


= Rs. 6,600 x —10__ 
100+10 
10 
110 


Д 
S Calculation has been explained in the previous illustration. 


= Rs. 6,600 x = Rs. 600. ‘ 


210 


b 

(7) Reserve for Bad and Doubtful Debts. cH e Krona d 
experience that all the debtors do not always realise the fu ae ud e 
debtors become insolvent and only a part of the amount is o ram 
them. Some die and do not leave enough property for the геше oed 
Some get into financial difficulties and escape their liabili px eee 
cautious the trader may be at the time of selling goods, some 
likely to be recovered. Such debts are known as bad debts. 


КОП ised is 
When a debt becomes irrecoverable, the amount which is nof e 
debited to Bad Debts A/c and credited to the personal account o A econ 
At the end of the accounting period, Bad Debts A/c, being a nomin а 
is closed by transfer to the debit of Profit and Loss A/c. But this isn M doen 
At the end of the accounting period, the list of the debtors may inc. тт 
debts which аге either bad or doubtful. The actual amount of loss 0 riod are 
of bad debts (so far as the debtors at the close of the Er ELE pem. the 
concerned) would be known only in the next accounting peri this point. 
amount is realised from debtors. Let us take an example to illustrate 


ed, are 
Suppose debtors on 31st March, when final accounts are ргераг , the 
Rs. 20,000. On analysis it is found, the debtors for Rs.18,000 are ao and 
debtors for Rs.1,500 are doubtful and are estimated to realise um ely to be 
debtors for Rs. 500 are bad. This means in all Rs.1,000 is not 1 the current 
recovered next year. The actual amount of bad debts relating to arrive at â 
year, however, would be known in the next, year. But in order KE charg 
correct figure of net profit for the Current year these bad debts mus d Loss Ale 
to Profit and Loss A/cof the current year. However when em know? 
` for the current year is prepared, the actual amount of bad debts is | Doubtful 
Inorderto meet this difficulty, areserve, called Reserve for Bad ар debiting 
Debts, is created to provide forthe possible bad debts. Thisis done Ув ad алб 
Profit and Loss A/c for the current year and crediting Reserve ne wn 85, 
Doubtful Debts A/c. Reserve for Bad and Doubtful Debts is UE value 
deduction from Sundry Debtors so that they appear at their realisal to Reser? 
Balance Sheet. Next year the actual amount of bad debts is debited 
for Bad and Doubtful Debts A/c and not to Profit and Loss A/c. i and 
Ascertainment of amount of Reserve. The amount of Reserve for 
Doubtful Debts May be ascertained as explained below : 


КРТ. 
This Ё 
(a) It may be a fixed percentage of the total debtors, say 5%- carê 


ulating € 
simple method and may be called percentage method of calc , 
for Bad and Doubtful Debts, d, ba 


d 00 
(6) The list of debtors may be scrutinised and separate lists of 8 be 


ts m8) ل‎ 
and doubtful debts may be prepared, The Reserve for Doubtful De тей; 
the total of bad debts and a certain percentage of doubtful debts. ui 
may be called analysis 


ig me [© 
method of calculating Reserve. Though Шо mo 
slightly laborious, it is to be preferred to the first method as it £ e 
correct figure of Reserve for Bad and Doubtful Debts. sual p 
Practical treatment. In practical questions on final accounts; Ў 
following three items are given in the Trial Balance : 


(i) Bad debts — This account shows а debit balance. 
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. (i) Old Reserve for Bad and Doubtful Debts — This shows a credit 
balance. À 

(iii) Debtors-These show a debit balance. 

The double entry of these accounts is complete in Trial Balance itself. As 
a rule, therefore, they appear only once in final accounts. 

In the adjustments, it is given that a new reserve is to be created on the 
debtors as at the close of the period. The double entry of the new reserve for 
bad and doubtful debts is to be completed. 

Strictly speaking, the position would appear as follows : 


Dr. PROFIT AND LOSS ACCOUNT Cr. BALANCE SHEET 
To Bad Debts By Old Reserve Liabilities Assets 
To New Reserve for Bad and 
for Bad and Doubtful Debts S. Debtors 
Doubtful Debts Less New 
Reserve 


However, instead of showing bad debts, old and new reserves for bad and 
doubtful debts separately in Profit and Loss A/c, they are shown as follows : 
Dr, PROFIT AND LOSS ACCOUNT Cr. 


To Bad Debts 
Add New Reserve for Bad 
and Doubtful Debts 


Less Old Reserve 


If the oldreserve for bad and doubtful debts exceeds the total of bad debis 
and the new reserve for bad and doubtful debts, these items would appear in 
Profit and Loss A/c as follows : Y 
Dr. PROFIT AND LOSS ACCOUNT Cr. 


By Reserve for Bad 
and Doubtful 


However, in both the above cases, new reserve for bad and doubtful debts 
will be shown asa deduction from the amount of Sundry Debtors on the assets 
side of the Balance Sheet. 

Illustration 7. The Suhdry Debtors on 31st December,, 1986 are Rs. 20,000. On 
analysis it is found that debtors for Rs.18,000 are good, the debtors for Rs.1,500 are 
doubtful and are estimated to realise 2/3rds of the amount, and the debtors for Rs .500 
are bad. Make a provision for doubtful debts. 


Show the Journal, Ledger, Profit and Loss Account, and Balance Sheet. 
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Solution : 


JOURNAL 


Profit and Loss A/c 
To Reserve for Bad & 
Doubtful Debts A/c ` 
(Being amount of Reserve for Bad 


1 
and Doubtful Debts, i.e., 3 of Rs.1,500 
Le., Rs. 500 doubtful and Rs. 500 bad) 


1,000 


LEDGER Cr. 
Dr. RESERVE FOR BAD AND DOUBTFUL DEBTS ACCOUNT Я 


To Balance c/d By Profit and 


Loss A/c 4 110001 


By balance b/d 


PROFIT AND LOSS ACCOUNT сг. 
рг. for the year ended 31st December, 1986 


= To Reserve for Bad and 
Doubtful Debts A/c 


BALANCE SHEET as on 31st December, 1986 
Liabilities 


t 
Amount + Assets Amour 
Rs. 
Sundry Debtors 20,000 
Less Reserve for 
Bad and Doubtful 0 
Debts 1,000 1900 


Illustration 8. The 
of Rs.1,000 on 1st Jani 
Rs. 800. The Sundry 


- ce 
Reserve for Bad and Doubtful Debts Accountshows 2088 


tto 
uary, 1987. The Bad Debts during the year 1987 amoun! 
Debtors оп 31st есе 


5 new 
mber, 1987 are Rs.16,000. Create а 
Reserve of 5%, 
Show the Journal, Ledger, Profit and Loss Account, and Balance Sheet- 
Solution : 
JOURNAL ` 
1987 | Rs. eg 
Dec. | 31 | Reserve for Bad and Doubtful 
, Debts A/c Dr. 800 800 
To Bad Debts A/c 
(Being transfer of Bad Debts) 
|2 
31 | Profit and Loss A/c Dr. 600 
To Reserve for Bad and 600 
. Doubtful Debt A/c 2 2 
(Being amount of additional reserve 
Tequired to raise it to Rs.800) — 
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; LEDGER 
Dr. BAD DEBTS ACCOUNT Cr. 


Dec. |31 | To Sundry By Reserve for 
Debtors Bad and 
Dqubifol 
Debts A/c 800 


(transfer) 


Dr ` RESERVE FOR BAD AND DOUBTFUL DEBTS ACCOUNT Cr. 


By Balance b/d 1,000 
By Profit & Loss 
Alc 600 


Dec |31 | To Bad Debts 
31 | To Balance c/d 


By Balance b/d 


PROFIT AND LOSS ACCOUNT 


Dr. л for the year ended 31st December, 1987 Cr. 


, Rs. 


Rs. 
To Bad Debts 800 
Add New Reserve 
for Bad and Doubtful 
Debts 800 


Less Old 
Reserve. 


BALANCE SHEET 
as on 31st December, 1987 


Assets Amount 


Liabilities 


Sundry Debtors 16000 | 
Less Reserve for 


Bad Debts 800 


The Reserve for Bad and Doubtful Debts A/c shows a balance of Rs.1,000 on 1st 
January, 1987. The actual amount of bad debts during the year is Rs.800 only. This 
means there is a surplus of Rs.200. The New Reserve at the rate of 5% on Rs. 16,000 
comes to Rs. 800. This means an additional reserve of Rs. 600 is to be created. 


Illustration 9. The Reserve for Bad and Doubtful Debts shows a balance of 

Rs. 800 оп 1st January, 1988. The Bad Debts during the year 1988 amount to Rs. 300. 

5 е Sundry Debtors on 31st December, 1988 are Rs. 8,000. Create a Reserve of 5% 
°r Bad and Doubtful Debts. 


Make the necessary Journal and Ledger Entries and show also the Profi 
t and 
Account and Balance Sheet. tie 
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Solution : 
JOURNAL 
Rs. Rs. 
1988 
Dec. |31) Reserve for Bad and Doubtful 
Debts A/c Dr. 300 
To Bad Debts A/c зоо 
(Being transfer of Bad Debts Alc) 
—— 
31 | Reserve for Bad and Doubtful 
Debts A/c Dr. 100 
To Profit and Loss A/c 100 
(Being amount credited back to Profit 
and Loss A/c to reduce Old Reserve 
from (800-300), i.e.. 500 to 400) 
H - 
LEDGER 
Dr. BAD DEBTS ACCOUNT 
1988 ’ 
Dec. |31| To Sundry By Reserve for 
Debtors Bad and Doubt 
ful Debts A/c 
(transfer) 


31 
‚|31 


RESERVE FOR 


To Bad Debts 


300 
To Profit & 
Loss A/c *100 
To Balance c/d 


* See next page 


By Balance b/d 


By Balance b/d 


OFIT AND Loss ACCOUNT 
€ year ended 31st December, 1988 


By Reserve for Bad & 
Doubtful Debts 


Less Bad Debts 300 
+ 


800 


New 
Reserve 400 700 


275 


BALANCE SHEET 
аз on 31st December, 1988 


Amount 


Liabilities Assets 
Rs. 
Sundry Debtor’ 8,000 
° Less Reserve for 
Bad & Doubtful 
Debts 500 7,600 


* The Balance of Reserve for Bad and Doubtful Debts A/c brought forward 
from previous year is Rs. 800 whereas the actual amount of bad debts is only Rs. 300. 
This means there is a surplus of Rs. 500. The New Reserve to be created is only Rs. 
400. This means there is a surplus of Rs. 100 which is transferred to the credit of Profit 


and Loss A/c. 

(8) Reserve for Discount on Debtors, Cash discount, as you know, is 
allowed to customers if they pay their debts promptly or within a certain 
Period. At the end of the accounting period, there may be certain debtors who 
May avail of this allowance in the first few days of the next accounting period. 
This loss, however, belongs to the current accounting period. So a reserve, 
called Reserve for Discount on Debtors, is made against profit in order to 
Provide for this expected loss in the shape of discount that is likely to be 
allowed to customers. 

It should be noted that the Reserve for Discount on Debtors is calculated 
on the good debtors, i.e., on the amount of debtors less the Reserve for Bad and 
Doubtful Debts because no discount is going to be allowed to debtors who are 
Not going to pay. 

The Reserve for Discount on Debtors is dealt with in the same manner as 
Reserve for Bad and Doubtful Debts. The procedure may, however, be 
summarised in the form of Journal Entries, as follows: 


At the end of the year: 
To create Reserve for Discount on Debtors 
Profit and Loss A/c j Dr. 


To Reserve for Discount on Debtors A/c 
(Being amount of reserve for discount created 
on good debtors) 


Reserve for Discount on Debtors A/c shows acredit balance andis carried 
forward to the next accounting period. 


At the end of the next year: 
To transfer Discount Allowed Alc to Reserve for Discount on Debtors 
Account 


Reserve for Discount on Debtors A/c Dr. 
To Discount Allowed A/c 
(Being transfer of Discount Allowed A/c) 


2716 — 


To bring up the Reserve for Discount on Debtors to the required 
figure i 
Profit and Loss A/c Dr. 

To Reserve for Discount on Debtors A/c 


(Being amount required to bring up the balance 
to required figure) 


To transfer surplus after providing for the required Reserve for Discount 
to Profit and Loss Alc 


Reserve for Discount on Debtors A/c Dr. 
To Profit and Loss A./c x 

(Being surplus after providing the required 

figure for Reserve for Discount 

transferred to Profit and Loss A/c) 


In Balance Sheet, Reserve for Discount on Debtors is shown as E 
deduction from the amount of good debtors (i.e., the amount which теше i 
after deduction of Reserve for Bad and Doubtful Debts from the total amou 
of the debtors) on the assets side of the Balance Sheet. 


(9) Reservefor Discount on Creditors. Just as weallow discountto pe 
debtors, our creditors also allow discount to us. It is but fair that we also a 
into account this profit in the shape of discount to be allowed to us by i 
creditors for timely payment. This is done by creating a Reserve for Disa of 
on Creditors. The method of dealing with the Reserve for Discoun A. 
Creditors is just the reverse of the method of dealing with the Reserve 


: ies aS 
Discount on Debtors. It may be summarised in the form of Journal Entries 
follows : 


At the end of the year: 
„To create Reserve for Discount on Creditors 
Reserve for Discount on Creditors A/c Dr. 


To Profit and Loss A/c 
(Being amount of Reserve for Discount on 
creditors) 


At the end of next year: 


7 А А Д jtors 
To transfer Discount Received Alc to Reserve for Discount on Credi 
Alc 


Discount Received Аус 


To Reserve for Discount on 
Creditors A/c 


(Being transfer of Discount Keceived Alc) 


Dr. 


= red fi gur а 
To bring up the Reserve for Discount on Creditors to the require 
Reserve for Discount on Creditors A/c Dr. 
To Profit and Loss A/c , 
(Being the amount required to bring up the 
balance to required figure) 
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Reserve for Discount on Creditors is shown as a deduction from the 
amount of Sundry Creditors on the liabilities side of the Balance Sheet. 


. WViustration 10. After passing the necessary Journal Entries for the adjustments 
Biven below, prepare Trading and Profit and Loss Account for the year ending 31st 


March, 1 


989 and Balance Sheet as at that date, from the following Trial Balance of 


Subhash Bros : 


Dr. Balances T 1 
Drawings 1,500 | Sales Retums 200 
Goodwill 3,000 | Fumiture & Fixtures 120 
Land and Buildings 6,000 | Genefal Expenses 525 
Plant and Machinery 4,000 | Reserve for Discount 
Loose Tools 300 on Creditors 160 
Bills Receivable : 800 | Interest on Loan 60 
Stock, 1st April, 1988 4,000 40,360 
‘chases 5,100 Cr. Balances — 
ages 2,000 | Capital 20,000 
Carriage Inwards 100 | Sundry Creditors 4,000 
Carriage Outwards 40 } Purchases Retums 250 
Coal, Gas & Coke 580 | Sales 12,000 
Salaries 500 | Reserve for Bad & 
Rent, Rates & Taxes 280 | Doubtful Debts 450 
iscount Allowed. ' 150 Reserve for Discount on 
Cash at Bank 2,500 Debtors 171 
Cash-in-Hand 40 Loan at 6% 3 2,000 
Sundry Debtors 4,500 Discount Received 150 
pairs 180 | Cortmission Received 200 
Printing & Stationery 55 | Bills Payable 1,139 
Bad Debts 320 КОПТ 
dvertisement (Special ) 3,000 S 
Normal) 350 


Adjustments : 


(a) 
(6) 


(с) 


(h) 


Closing Stock on 31st December, 1988 amounted to Rs.7,827. 
Depreciate Plant and Machinery at 5%, Loose Tools at 15% and Furniture 


and Fixtures at 20% 
Provide for Bad and Doubtful Debts at 5%, and for Discount on Debtors and 


Creditors at 2%. 
Outstanding : Wages Rs.100 and Rent, Rates and Taxes Rs.50. 


Write off one-third of Advertisement (Special). 
Interest on Loan has been paid for six months only. 
A bill for Rs. 500 included in Bills Receivables has been dishonoured. 


The Manager is entitled to a commission of 5% on net profits after charging 
such commission. 
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Solution : 


1989 
Mar. 


31 


31 


31 


31 


31 


31 


31 


31 


31. 


| to raise it to Rs.80) 


| ADJUSTING ENTRIES 


Depreciation A/c Dr. 
To Plant and Machinery A/c 
To Loose Tools A/c 
To Fumiture and Fixtures A/c 
(Being depreciation provided on 
Plant and Machinery at ` 5% 
Loose Tools 8 15% 
Fumiture and Fixtures 20%) 


Profit and Loss A/c Dr. | 
To Reserve for Bad and 
Doubtful Debts A/c 
(Being provision of additional reserve 
to raise it to Rs. 250) 


Profit and Loss A/c Dr. 
To Reserve for Discount 
on Debtors A/c 
(Being provision of additional Teserve 
to raise it to Rs. 95) 


Reserve for discount on 
Creditors A/c Dr. 
To Profit and Loss A/c 

(Being provision of additonal reserve 


Wages A/c Dr. 

Rent, Rates and Taxes A/c Dr. 
To Outstanding Expênses A/c 

(Being provision of Outstanding 

Expenses) 

Profit and Loss А/с 


To Advertisement (Special) A/c 
(Being one-third amount of 


Advertisement (Special) written off) 


Interest A/c У Dr. 
To 6% Loan Alc 


(Being provision of Interest Outstanding) 
Debtor (say X) Dr. 


To Bills Receivable A/c 
(Being dishonour of Bill) 


Manager's Commission A/c Dr. 
To Manager's Commission : , 
fs Outstanding Ale 
Being provision of Manager's Commis. 
sion at 5% on Net Profit after charging 
such commission) 
Stock A/c 
To Trading Ајс ef 
(Being Closing Stock taken into 
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120 


74 


70 


1,000 


500 


224 


7,827 


200 
24 


120 


74 


70 


150 


1,000 


500 


224 


7,827 


i TRADING AND PROFIT AND LOSS ACCOUNT of Subhash Bros. 
p. for the year ending 31st March, 1989 Cr. 


To Stock (1st April, 1988) By Sales 12,000 


To Purchases 5,000 Less Retums 200 | 11,800 

п,“ Retums 250 | 4,850 By Stock (31st March, 1989) | 7,827 
О Carriage Inwards — | 100 

To Wages 2,000 


m Add Outstanding 100. | 2,100 
9 Coal, Gas & Coke 580 


9 Gross Profit c/d 


By Gross Profit b/d 7,997 
By Commission 200 
By Discount Received 150 


To Сага, 
To Sala E Outwards 


ToRent, Rates & Taxes 280 


Outstandin, 50 330 Add New Reserve 80. 

$ Кап ; 180 230 е 

9 Printing and Station 55 Less Old Reserve _ 160 7 
R Advertisement (Normal) 350 
T рее Expenses” 525 

terest on Loan 60 1 

т, Outstanding 60 120 

° Bad Debts 320 


Add New Reserve 250 


570 
" Less Old Reserve 450 | 120 
9 Discount Allowed 150 


New Reserve 95 


245 
Less Old Reserve 171 74 
о Advertisement (Special) 
To Written of 1,000 


Depreciation on: 
lant & Machinery 200 
зе Tools 45 
Umiture & Fixtures 24 
lo Manager's Commission 
Net Profit transferred 
to Capital A/c 


Ee E. 


agers Commission has been calculated as explained below : 
"n Profit before charging Manager's Commission = Rs. 8,267 — 3,563 = Rs. 4,704. 


*^&er's Commission = 2- x 4,704 = 224 
ommission 105%” 22. 
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BALANCE SHEET of Subhash Bros. 


as on 31st March, 1989 


Liabilities Assets Amount 
Rs. 
Sundry Creditors 4,000 Cash in Hand 40 
Less Reserve for Cash at Bank 2,500 
Discount 80 Bills Receivable 800 
Loan at 6% 2,000 Less dishonoured — 500 | 300 
Add Interest Sundry Debtors 4,500 
outstanding 60 Add BR Dis- 
Bills Payable honoured 500 
Creditors for Expenses: 5000 
Wages ~ 100 Less Reserve for 
Rent, Rates and Taxes 50 Bad Debts 250 
Manager's 
Commission 224 4,750 
Capital 20,000 Less Reserve for , t 
Add Net Profit 4,480 Discount 95 4,655 
БЕГИ ЛЗ Stock 7,827 
24,480 Loose Tools 300 5 
Less Depreciation 45 25 
Less Drawings 1,500 Furniture & Fixtures 120 6 
Less Depreciation 24 9 
Plant & Machinery 4,000 4,800 
Less Depreciation 200 D 
Land & Buildings 6,000 
Advertisement s 
(Special) 3,00 000 
Less written of 1000] 2 
کہہے‎ 
‘Goodwill 3,000 
30,473 


Adjusted Trial Balance and Post-Closing Trial Balance 


is 
After the Subsidiary Books are posted to Ledger, a Trial Balance? 
prepared to check the arithmetical accuracy of posting. This Trial Balan 


сіб 


called Preliminary or Unadjusted or Pre-Closing Trial Balance. 
necessary adjustmentsrelating to the period are passed throughJ oumal. ^ we 
these adjustments are posted to Ledger, some of the balances арреайй® " 
Preliminary Trial Balance would be altered and some new accounts yos 


£ 5 | pr 

opened. Now ifanew Trial Balance is prepared, it would be called an Adj u: yt 
Trial Balance. This Trial Balance is prepared after the adjusting £P" pis i$ 
made and posted to Ledger, but befo: 7 


re the closing entries аге тай: рі 
done to check the double entry of adjusting entries in the Ledger- Aste 
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the next stage is the closing of the books. And when ше books have been 
Closed, again a Trial BASIN NNNMNNN UR Qf delis and. 
credits in the Ledger. This Trial Balance is called the Post-Closing Trial 
Balance or Final Trial 8atance. It is so called becanse it i 15 made after al} the 
nominal accounts have been closed. It contains only the Balance Sheet 
accounts (and no nominal accounts). 
Illustration 11, Prepare (i) adjusted Trial Balance, and 
(ii) post-closing Trial Balance, 


in Illustration 3 given on n page 262. 
Solution : 


(i) ADJUSTED TRIAL BALANCE as on 31st March, 1989 


Bills Payable 
Land and Buildings 
Stock of goods on 1.4.88 
Ram's Capital 
Sham's Capital 
Plant and Machinery 
Bills Receivable 

ases 
Sales 
Wages 
Salaries 
Rates and Taxes 
General Office Expenses 
Debtors 
Fumiture and Fittings 
Cash at Bank 


Discount 100 


3,000 


Freight Щщ Carriage 
Factory 

Returns Inwards 
Вашая С Outwards 


Wages Onfetanding 
Salaries Outstanding 
Office Rent Outstanding 
Prepaid Insurance 
Interest on Capital 
Stock (On 31.3.89) 


Trading A/c 5000 


: 
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(i) POST-CLOSING TRIAL BALANCE as on 31st March, 1989. 


Dr. Cr. 
Ledger Accounts Balances Balances 
E Rs Rs 

Cash at Bank 8,750 
Bills Receivable 2,000 
Investments 5,000 
Debtors 1,500 
Stock 5,000 
4 Prepaid Expenses 300 
Fumiture and Fittings ^ — 450 
Plant and Machinery 3,600 
Land and Buildings 9,500 

» Sundry Creditors 3,000 

Bills Payable 1,000 

Wages Outstanding 650 

Salaries Outstanding 250 

t Outstanding 200 

Ram's Capital 11,825 

Sham's Capital 19,75 

36,100 36,100 


CAPITAL AND REVENUE 


Itis important to distinguish between capital and revenue items asregards 
expenditure and receipts, 


Before this is done it should be. clearly understood that all revenue e 
Shea. "n in Trading and Profit and Loss A/c and all capital items in Balan 


Capital and Revenue Expenditure 


When some expenditure is incurred hich receives 
benefit is debited, Depending » the account whic 
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Separates capital expenditure from revenue expenditure. Very many cases lie 
On the border line. However, the following points may be noted : 

(1) All expenditure which results in the acquisition of, or brings into 
existence, permanent assets which are intended to be permanently used in 
the business for the purpose of earning profits, is a capital expenditure. The 
examples of such expenditure may be purchase of land and building and any 
additions thereto, plant and machinery and additions thereto and itsinstallation 
and erection charges, furniture, delivery vans, goodwill. The expenditure may 
increase profits either positively by way of increasing earning capacity, or 
Negatively by decreasing working expenditure, If, on the other hand, an 
Expenditure is incurred in the normal conduct of the business and is exhausted 
during the accounting period, it is a revenue expenditure. 

. (2) Any expenditure which tends to improve existing assets so as to 
increase their earning capacity by increasing production or reducing cost of 
Production is a capital expenditure. But all expenditure incurred by way of 
Tepairs, replacements and renewals which does not in any way add to the 
Working Capacity, but simply helps in maintaining the assets in an efficient 
Working order, is a revenue expenditure. Td 
To sum up : capital expenditure may be definea as an outlay resulting in 
the increase or acquisition of an asset or increase in the earning capacity of a 
usiness. Revenue expenditure, on the other hand, may be defined as such 
Outlay as is necessary for ће maintenance of earning capacity and upkeep of 
fixed assets, The benefit of revenue expenditure (¢.g., rent, rates, wages, 
insurance, carriage, freight, salaries) expires within the accountng period. 
I i ose of expenditure is to ‘MAINTAIN the business, it 
is КҮНҮ "IMPROVE" the business, it is capital, 
isi to note that it is not the nature of the expenditure but the 
“pee ERE is incurred and the nature of the business which determine 
Whether it is capital or revenue expenditure. Normally, wages paid to work- 
Men are revenue expenditure. But wages paid to workmen employed in 
installing anew machinery are capital expenditure. Likewise, amount spenton 
furniture is capital expenditure, but in a business dealing in furniture itis 
Tevenue expenditure. Much also depends on the length of the trading period, 
‘chase of furniture in a business, not dealing in furniture, is Tegarded as 
Capital expenditure in the normal accounting period of one year. If we assume 
that the furniture would last for five years and that the length of the accounting 
Period in a business is five years, the expenditure on furniture would be 
Tevenue expenditure. 
. Revenue expenditure, is debited to Profit and Loss A/c during the year 
in which itis incurred. Capital expenditure results in the acquisition of an asset 
Which will be used over anumber of years, This expenditure is relevant to the 
Number of years during which the asset will provide useful service to the 
Usiness, Itis, therefore, spread over these years and is written off to Profitand 
Loss A/c of these years, the amount written off being termed as depreciation. 
ferred Revenue Expenditure 


Sometimes, some expenditure is of revenue nature but its benefitis likely 
derived over a number of years. Such expenditure is called deferred 
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revenue expenditure. For example, when anew firm enters market, it шй 
takes special advertising campaign on which it spends very heavy sums. It 
would be most inappropriate if the whole of this expenditure is charged to 
Profit and Loss A/c of the year in which itis incurred, This expenditure, like 
capital expenditure, is also spread over the estimated period over which the 
benefit is likely to last. . Otherwise, this amount is charged to Profit and Loss 
A/c of the first three or four years (this period may also be smaller or longer 
depending upon the nature and policy of the business). The unwritten off 

` balance of the expenditure is shown in Balance Sheet. 


Capital Receipts and Revenue Receipts 


As regards receipts, they may also be capital receipts or revenue receipts. 
Capital receipts include, for example, amount invested in business, money 
borrowed, receipt from the sale of fixed assets ; revenue receipts (or income) 
would be the profit on sales of goods, discount received, commission eame 
interest on investments etc./Any surplus:amount realised on the sale ofa fixe 


asset (i.e., when the amount realised is more than book value) may be treated 
ав a revenue, i.e., income. 


SOME SPECIAL POINTS TO BE CONSIDERED AT THE TIME 
OF PREPARING FINAL ACCOUNTS 
(1) Read the question carefully, particularly its beginning and end 0 
note : 

(a) the nature of the business. This helps us in understanding the exact 
nature of some of the peculiar items found in the question. 

(b) -the period covered by the Trading and Profit and Loss Alc. Зони 
times, the period is clearly stated, Tf itis not, її сап be ascertained bY 
comparing the dates of the opening and closing stocks. This Г 
important where rates of depreciation and interest are stated aS P^ 
annum. In such a case, the period becomes important. АУ 

(2) Where the nature of balances (whether debit or credit) is not ive 

and you are not clear as to the nature of a few of them, prepare a prelimi” 
Trial Balance, 

(3) Sometimes, 
Trading and Profit an 
all the items to which i i 
So that while entering i i Balance 

. Sheet, you are reminded of the adjustments, 


Р in 
you may omit 10 deal with certain adjustments ie 


be 
RI are not clearly stated but maY Де 
implied from the language of the items in the Trial Balance oF i ple 
adjustments, These adjustments are called hidden adjustments. For ехал? 


à ing 
in the Trial Balance, there may be an item “Loan 16% Rs.5,000”, showing н 


i 
; : -year must. be provi r whether 
mentioned in the adjustments or not, proyided fo 
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(S) Sometimes depreciation appears in the Trial Balance. This happens 
when the amount of depreciation has already been deducted from the value of 
asset. In such a case, the asset would appear in the Balance Sheet at the value 
at Which itappears in the Trial Balance, and depreciation would appear on the 
debit side of Profit and Loss A/c. 

(6) Insome businesses, bad debts are written off the debtors at the close 
of the year. In such acase you would be given the amount of bad debts written 
off in the adjustments. In such a case, if reserve for bad debts is to be created, 
И would be calculated on the amount of the debtors which remains after 
deducting the amount of bad debts therefrom. Bad debts, at the same time, 
Would also be debited to Profit and Loss A/c. 

(7) Some students, by mistake, debit ‘Drawings’ to Profit and Loss 
АЈ с. Drawings do not represent any expense of the business but the money 
withdrawn by the trader for his personal use. It should, therefore, be debited 
to his Capital A/c. 

(8)` Similarly, income-tax paid is notan expense of the business. 101 an 
appropriation of profit made during the period. It is, therefore, not debited to 
Profit and Loss A/c but to the Capital A/c of the trader. 

(9) You must realise that the Trading A/c of various periods must be 
Prepared оп some consistent basis so that the ratios (ar percentage) of gross 
Profit of different periods may be compared. As to what ismeantby ‘consistent 
basis’ may be explained with the help of an example. Suppose during the 
Current accounting period stock of the value of Rs.10,000is destroyed by fire. 
Assuming that the stock is uninsured, the loss will be automatically taken into 
account as the value of the closing stock will be less by Rs.10,000 at the end 
Of the period. If this method is followed, ratio of gross profit of the current 
accounting period may considerably go down. It will also be unfair if this ratio 
Of gross profit is compared with the ratio of gross profit of the preceding 
Periods. In order to set this inconsistency right, the following adjusting entries 
are passed in books of account : 

Loss of Stock by Fire A/c ty 

To Trading A/c 

(Being the adjustment entry for loss due to fire) а 

If the goods are insured, and the insurance company admits the claim : 
Dr. 


Dr. 


Fire Insurance Claim A/c 
To Loss of Stock by Fire A/c 
(Being the claim admitted by the Insurance Co.) 
Any balance on ‘Loss of Stock by Fire’ will be transferred to Profi 
Loss A/c by means of the following entry : Viros 
Profit and Loss A/c .Dr. 
To Loss of Stock by Fire A/c 
„ (10) If the goods in which the business deals are distrib 
tis е j bus И uted as adver- 
үгет material, the following adjusting entry is passed at the close of ће | 


\ 


\ 
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Advertising Expenses A/c Dr. 
Deed d as advertisement material) 
(Being goods distributed as adve; Д 
Advertising Expenses A/c will be closed by transfer to the debit of Profit 
and Loss A/c. 


i і ha 

11) Sometimes closing stock is given in the Trial Balance. In sucha 

E Ae im ‘adjusted purchases’ or 'costof sales’, ог! costof Ко К 

isalso given in the Trial Balance whereas the item of opening stock is: E 

from the Trial Balance. "Adjusted purchases". or “Cost of Se па 

opening stock + purchases during the year — closing stock. In order rid 

tocomplete double entry, if adjusted purchases or cost of sales are aks ail 

Trial Balance, the closing stock is also shown in the Trial palane SORS 

accounts ‘adjusted purchases’ or ‘cost of sales’ appear on the debit ei T sd 
Trading A/c and closing stock appears on the assets side of the Balan 


tide 
Note carefully that in this case closing stock does not appear on the credit si 
of the Trading A/c. 


MANUFACTURING ACCOUNT 


А manufacturer is in a different position from a trader, so far аз са r 
of profits is concerned. He buys raw material and converts it ШО Hm 
goods. In the process he incurs some expenses. Then he sells the тап st know 
goods. In order to fix up the Price of the manufactured goods, he HEISE 
their cost. For this purpose, he prepares an account called Manus ge ds 
c. Broadly speaking, thisaccountis apartofthe Trading A/c though 1 
Some of the items which usually do not appear in the Trading A/C. Milo 

A Manufacturing A/c is prepared, as already explained, to баас 2 
Costof production of the goods manufactured, As such all expenses M beclear 
to the cost of production of the goods are shown in this account. It W facturing | 
from the following rules as to what expenses are shown in the Manufa 
Alc. 


з ing 
1. The first item which appears on the debit side of the Mand 
Alc is ‘Materials Consumed’, It is shown with the following details : 
To Materials Consumed : 


Opening Stock of Raw Materials 
Add Net Purchases (i.e., Purchases 
less Retums Outwards) 


Less Closing Stock of Raw 
Materials 


ished 
It is important to note that the opening and closing stocks of fin 
Product are not shown in the Manufacturing A/c. 


„AS 

2. Manufacturing is essentially carried on inafactory or worse 
such all expenses incurred in, or relating to, factory or workshop y" ex 
charged (debited) to Manufacturing A/c. These expenses include, 10108: 
ample, rent, lighting, depreciation, repair and insurance of factory bu aid 10 
The other expenses charged to Manufacturing A/c include wages P nese 
Workmen, power for running the machines, repair and depreciation О 


machines, salaries paid to Supervisory staff, i.e., works manager, €t- 
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3. Manufacturing is usually a continuous process and it is likely that 
Some products may be partly made at the close of the period. Such partly 
finished production is known as Work in Progress. It is valued at materials 
used plus labour spent on it and a reasonable proportion of the expenses 
Incurred on it. The closing Work in Progress is shown on the credit side of the 
Manufacturing A/c. It becomes the opening Work in Progress in the next 
accounting period and is shown on the debit side of the Manufacturing A/c. 
. 4. Any amount realised from the sale of scrap material or wastage is 
Credited to the Manufacturing A/c as “By Sale of Scrap”. 
5. The balance as shown by the Manufacturing A/c represents the cost 
of production of goods and is transferred to the Trading A/c. 
A pro-forma Manufacturing A/c is shown hereunder : 


Dr. MANUFACTURING ACCOUNT 
for the year ended 31st March 1989 


Cr. 


By Sale of Scrap 


To Work in Progress on f 
1st April, 1988 By Work in Progress on 
To Materials Consumed Y un March, 198) 
Opening stock of Raw Material у Finished Goods 
Add Net Purchases (i.e., transferred to Trading 
Purchases less Account (Balance) 
Retums Outwards) 
Less Closing Stock of 
? Raw Material 
To Wages of Workers 


To Salaries of Foreman, 
Master, Technical Staff 
To Factory Expenses : 
Rent 
Lighting 
Insurance 
To Other Mfg. Expenses: 
Power 
Repairs to Machinery & Plant 
Depreciation on Machinery & 
Plant - 


6. If a manufacturing profit is to be shown, the Manufacturing A/c 
should be credited and the Trading A/c debited with the ex-factory current 
market price. In such a case, the manufacturing profit is transferred to Profit 
and Loss A/c, and the relevant accounts would appear as follows : 

Dr. Profit & Loss A/c С. Dr. Manufacturing A/c- Cr. Dr Trading A/c Cr. 


By Manu- To Manu- By Current 

facturing facturing Market Price 

profit b/d Profit trans- | of Finished 
ferred to goods trans- 
Profit & ferred to 


Loss A/c Trading A/c 


EE 1 
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The manutacturing profit may also be a fixed percentage of the cost of 
goods manufactured. In such a case, first this profit is found out and shown 
on the debit side of the Manufacturing A/c:and then the market price at which 

‚ the finished goods are to be transferred to the Trading A/c is calculated. 

If the manufacturing profit is not taken into account, Gross Profit as 
shown by the Trading A/c Would include both a profit on manufacturing and 
a profit on trading. 

It will now be realised that the ordmary Trading A/c (in case of à 
manufacturer where the Manufacturing A/c is not prepared) suffers from the 
following drawbacks : 

(i) Tt does riot show cost of production of goods. } 
(iD It does not show some of the manufacturing expenses, like 
depreciation and repairs of plant and machinery. 
(iii) It does not show separately the profit on trading and profit О! 
manufacturing. 


Hence the need for the Manufacturing A/c. 


Illustration 12. AB is a manufacturer. From the following details, prepare 


(а) AB'sManufacturing A/c to show the cost of goods manufactured during the 
year ended 31st March,1989, and 


(6) AB's Trading A/c and Profit and Loss A/c for the same period : 


3 Rs. 
Stock on 1st April, 1988 uns 1,300 
Raw Materials 3,500 Miscellaneous Expenses 700 
Semi-finished Goods Travelling Expenses 2 
(or Work in Progress) 5,000 Manufacturing Expenses 270 
Finished Goods 12,700 (Misc.) 5.200 
Purchases of Raw Materials 45,000 Selling Expenses 2,000 
Carriage on Raw Materials 1,000 Returns Outwards "500 
Sales of Finished Goods 1,90,000 Discount Allowed 300 
Stock on 31st March, 1989 ' Discount Received 
Raw Materials 6,500 Import Duty on Raw 000 
Semi-finished Goods 6,000 Materials E 
Finished Goods 14,000 Sale of Waste Material "300 
Factory Wages 30,000 Carriage Outwards 
Factory Expenses 2,400 Factory Insurance, . 6,000 
Returns Inwards 2300 Rent and Taxes "600 
^ Depreciation on Machinery 5400 Bad Debts 
Depreciation on Office Salaries (including 2,800 
Fumiture 1000 AB’s salary Rs. 4,800) 15200 
Repairs to Machinery 4,600 Salary of Works Manager 1,500 
‚ Interest on Bank Overdraft 300 Office Rent and Insurance 3,500 
Motive Power 5 


MAN e 
2:1, S Salary isto be allocated to Factory and to Office in the rati 
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‘Solution : 


MANUFACTURING ACCOUNT of A В 
for the year ended 31st March, 1989 


Rs. 


By Sale of Waste 
Material. 

By Work in Progress 
on 31st March, 1989 6,000 

By Cost of Finished 
Goods transferred 
to Trading 
Account 1,14,000 


To Work in Progress on 
Ist April, 1988 
To Materials Consumed 
during the year : 
Opening Stock 3,500 
Add Net Purchases 
(i.e., Purchases 
less Returns, i.e., 
Rs.45,000- 


Rs. 2,006 43,000 


Less Closing 
Stock 6,500 | 40,000 


To Carriage on Raw 

Materials 1,000 
To Import Duty on 

Raw Materials 12,000 
To Factory Wages 30,000 
To Salary of Works 

Manager 7,200 
To AB's Salary (2/3rds) 3,200 
To Motive Power 
To Factory Expenses 
To Factory Insurance, 

Rent and Taxes 
To Manufacturing Expenses 
To Depreciation of Machinery 
To Repairs of Machinery 


TRADING ACCOUNT of AB 
Dr. for the year ended 31st March, 1989 с. 


Rs. 
To Stock of Finished By Sales 1,90,000 
Goods on 1st April, Less Retums 
1988 Inwards 2,300 |1,87,700 
To Manufacturing A/c (Cost By Stock of Finished 
of Finished Goods) Goods on 31st 
To Gross Profit c/d March, 1989 14,000 


EE 
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PROFIT AND LOSS ACCOUNT of AB 
Dr for the year ended 31st March, 1989 Cr 


Rs. Rs. 

To Depreciation on Office By Gross Profit b/d 75,000 

Furniture 1,100 By Discount Received 300 
To Interest on Bank Overdraft 300 
To Miscellaneous Expenses 1,300 
To Travelling Expenses 2,700 
To Selling Expenses 5,200 
To Discount Allowed 500 
To Carriage Outwards 800 
To Bad Debts 600 
To Salaries 12,800 

Less 2/3rds of AB's 

Sala 3,200 9, 
ту 2 600 

To Office Rent and Insurance 1,500 
To Net Profit transferred to 

AB's Capital Account 


QUESTIONS 
1. What is a Trading Account ? What is the object of preparing it ? к 
2. What is a Profit and Loss Account ? What is the object of preparing it ? 


3. Explain the difference between a Trading Account and a Profit and Loss 
Account ? ; 


В 4. Explain the terms (0 Gross Profit, (ii) Gross Loss, (iii) Net Profit, (iv) Net 
55. 


. How should “Retums Inwards" and "Returns Outwards" be dealt with in 
Trading Account ? а 


6. How would you 
Sheet and what type о 


7. (a) 


e 
; proceed to prepare a Profit and Loss Account and Balan? 
f items would be inserted in the two ? 


Distinguish between a trial balance and a balance sheet. 
() At what price should stock be valued at closing and why ? E 
(с) What is Closing Inventory ? Illustrate the principle involved E 

valuation, (Delhi Board SSCE, 19 

- j е 

(а) Explain with the help of Suitable illustrations the importance ofh 
. following in the measurement of business income : 

@ Outstanding expenses, (ду Depreciation ; (iii) Closing stock- 5 
(All India SSCE, 197 А 
(е) When is business revenue Considered as accrued ? What AF 1) 

exceptions to the rule ? (Delhi Board SSCE, 1 98 


А erly 
Revenue earned and cost of eamin, that revenue should be рї ) 

identi en 8 198! 

identified for a Period”. Explain. (Delhi Board SSCE; 
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(f) Whatis meant by the terms ‘revenues’ and ‘expenses’? Also point out 
the distinction between the two. (All India SSCE, 1982) 
(g) What are closing entries ? To which accounts do they relate ? 
(АП India SSCE, 1986) 
8. Explain the meaning of the term "Adjustments at Balancing Time", Give 
examples with necessary Journal entries of - 
(i) Income received in advance, 
(ii) Income earned but not yet received. 
(iii) Expenses incurred but not yet paid. 
(iv) Expenses paid in advance. 
9. Whatis the function of Reserve for Bad and Doubtful Debts ? How is it dealt 
With in accounts ? 
10. What's meant by “Depreciation” ? How is it dealt with in books of 
account ? 
` 11. (a) Distinguish between Manufacturing and Trading Accounts. 

(b) Give a specimen of a Manufacturing Account. 

12. Discuss the order in which the assets should appear in a Balance Sheet. 

Illustrate your answer by arranging the following assets : 
Cash, Freehold Land, Book Debts, Investments, Plant, Balance at Bank, 
Patent Rights, Stock in Hand, Work in Progress, Goodwill, Prepaid Expenses. 

13. (a) Satnam and Gumnam, retailers, have spent Rs. 5,000 for complete 
redecoration of their premises. Samam says this is Capital Expenditure 
but Gumnam says it is Revenue Expenditure. State with your reasons 
which of them you consider to be right. 

(b) Whatdifference willitmaketo the profits for the yearifSatnam srather 
than Gumnam's view is adopted, but one-fifth of the cost is written 
off ? 

14. What do. you understand by Capital Expenditure and Revenue 

Expenditure ? Why is this distinction important in bookkeeping ? 

15. (а) Explain clearly, by giving suitable examples, the distinction between 
Capital Expenditure, Revenue Expenditure and Deferred Revenue 
Expenditure. * 

(b) Show, by giving reasons, whether the following items are of capital 
nature or of revenue nature :— 

(i) Loss on sale of Machinery Rs. 3,000 
(ii) Wages paid to workers for installation of Machinery. 
(iii) Amount of Loan taken from a Bank. 
(iv) Cost of Annual Taxes paid on the Trucks purchased, 
(c) Distinguish between : 
(i) Capital and Revenue Receipts А 
(ii) Capital and Revenue Expenditure. (Delhi Board SSCE, 1984) 

(4) What do you mean by Capital Receipts and Revenue Receipts ? 

Distinguish between them clearly. (Delhi Board SSCE, 1985) 
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(е) Differentiate between deferred revenue expenditure and capital 
expenditure. Give suitable examples, (All India SSCE, 1981) 
(f) Mention four items of current assets and two items of current liabilities. 
(Delhi Board SSCE, 1981) 
(g) Explain the following : 
(i) Capital and'revenue expenditure ; 
(ii) Current assets and fixed assets. (All India SSCE, 1981) 
(h) Classify the following items into Capital and Revenue expenditures: 
(i) Interest on loan borrowed ; 
(ii) Repairs expenses ; 
(iii) Purchase of a machine ; - 
(iv) Wages paid to the workers for installation of machines in the 
factory, 
(v) Payment of insurance pfemium ; 1 
(vi) Expenditure on conversion of a petrol engine into a diesel p 
1 (Delhi Board SSCE, 198: 
() Which of the following are (a) Capital Expenditure ; (b) Revenue 
Expenditure ; and (c) Deferred Revenue Expenditure ? 
(i) Machine repaired at a cost of Rs.1,200 ; 


of 
(ii) Second-hand Machinery purchased and overhauled at a cost 
Rs. 2,500 ; 


(iii) Whitewashing of factory premises ; 

(iv) Heavy advertising to launch a new product ; 

(v) Air-conditioning of the Manager's office. 0,000 
From the godown of a Sugar Mill 100 bags of sugar costing RE 
were washed away by flood. What entry will be made in the 
Journal in this connection ? í : ts 
In which order will a merchant show in his Balance Sheet his 455° 


ills 
consisting of Goodwill, Cash, Building, Debtors, Stock and ЭН 
Receivable ? 


16. (а) 
(b) 


(c) What effect will the failure to record accrued income and outstandin# 
expenses at the end of a year have upon : 
(i) The net profit of the year, 
(iD) The assets shown in the Balance Sheet at the end of the We. 
Ci) The liabilities shown in the Balance Sheet at the end of the Y 
(9) The Capital shown in the Balance Sheet at the end of the J 


PRACTICAL EXERCISES —1 
1. From the following bal: : from the books of F- 
Persad on 31st March, 8 balances, which were extracted from 


£. 
Tradi 
1989, prepare (a) a Trial Bal that date, (b) 8 ЧУ arch 
i9 a and Loss Account for the year, and (с) ртр Shest as оп 31st M 


Rs. 

Cash at Bank 5,700 
Debtors: A 1,300 
B 1,500 
Creditors: С 2,600 
900 

Purchases 25,000 
Stock 1st April, 1988 5,000 
Discount (Cr.) 2,000 


Rs. 
Salaries 6,000 
Wages 7,500 
General Expenses 2,500 
Freehold Land 
and Building 20,000 
Rates and Taxes 1,000 
Sales 40,000 
30,000 


Stock on 31st March,1989 Rs. 5,000. 


2. The following balances are extracted from the boo 
Оп 31st March, 1989. They do not include the balance on the c 
are asked to prepare the Trial Balance from the information given, inserting the amount 
Tequired to balance it as ‘Capital Account" 


ks of B. Bogus, a trader, 
apital account and you 


Rs. 
Capital 48,000 
Cash in Hand 600 
Bank C. erdraft 3,000 
Sales 70,000 
Purchases 37,000 
Carriage Outwards 1,000 
Salaries (Office) 10,000 


Balance, (5) Trading and Profit and Loss Account for the year en 
and (c) a Balance Sheet as on that date : 


Rs. Rs. 
Bank Overdraft 5,000  LoantoK. King 7,500 
Trade Creditors 18.760 Loan Interest received 300 
Bogus-Drawings Account ^ — 5,360 Purchases 32,190 
Carriage Outwards 1,090 Returns Outwards 1,860 
iscount Received 1,680 Sales 48,280 
Freehold Property 15,000  Stock-Ist April, 1988 16170 
General Expenses 5,050 ^ Carriage Inwards 800 
Discount (Dr.) 600 ВШ Receivable 10,000 

ing li ired to are (a) a Trial 

3. From the following list of balances you аге requ Pe AO ES 


Rs. 
Wages (Trading A/c) 15,000 
Returns Outwards 000 
Rent and Expenses 5,500 
Stock, April 1, 1988 13,600 
Sundry Debtors 400 
Sundry Creditors 1,740 


A Stock as on March 31, 1989 was v 
Loss A 


а б 
кашла 


year ended 
Stock of goods in hand us Mr SA 
on April 1, 198 à 
co е att emmen р 
Sas E 3594 Discount Received 
cn , Commission (c à 
mum Outwards 201 esp Allowed 
1 Rent, R 7 
; » Rates and 
С, з General Ех, d „е dd 
Telephone Subscription 150 


Oca: 
Oods in hand on 31st March, 1989 Rs 


6,245, 
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S. After correcting the following Trial Balance (set it out again as it should 


appear), prepare Trading Account and Profit and Loss Account for the year énded 
March, 31st, 1989 and Balance Sheet on that date. 


Dr. Balance Cr. Balance 

Rs. Rs. 
Capital À 7,670 
Cashi in Hand 30 
Purchases 8,990 11,060 
Sales , 
Cash at Bank 885 
Fixtures and Fittings 225 
Freehold Premises 1,500 
Lighting and Heating M 65 825 
Bills Receivable 30 
Returns Inwards 
Salaries 1,075 1,890 
Sundry Creditors D 
Sundry Debtors 5,700 
Stock on April 1, 1988 3,000 
Printing and Stationery 225 
Bills Payable 1,875 
Rates, Taxes and Insurance 190 
Discounts Received 445 200 
Discounts Allowed hei. 

05 
24,175 217 
— — 


rings DY. 
Stock on hand at March, 31, 1989 Rs, 1,800. Depreciate Fixtures and Fittings 4 


ha 
5. 25. Rs, 35 was due and unpaid in respect of Salaries while Rates and Insurance 
been paid in advance to the amount of Rs, 40, 


h 

6. Prepare a Trading and Profit and Loss A/c for the year ended 31st Ма 
wae together with a Balance Sheet as at that date from the Trial Balance 
ow: 


Trial Balance of AB. & Co., Delhi 


Dr. Balances Rs Cr. Balances 500 
а : 5 00 
4,000 Capital Account A 4500 
ash at Bank 1,000 Capital Account B “000 
Cash in Hand 500 Sales 10500 
ages 1000 Sung Creditors 300 
Purchases | RI ` 
Disc E Interest Received 
General Expenses 4 800 
Salaries 500 
Stock 1st April, 1988 6,000 
Y Debjors 7,300 
ent, Rates & Taxes 650 
ш — 38 
9,800 me s 
Provide for Interest on Сар; er ; 
pital at 10 per cent . Depreciate eg gn 
at 10 per cent. The Stock on 31st March, 1989 ол аг Re.8,000. Profits 
SS€s are shared by the Partners equally, 
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7. Тһе following Trial Balance has been extracted from the books of Messrs. 


Ram Prasad & Co., on 31st March, 1989 : 


Dr. Balances Rs. 
Freehold Premises 12,400 
Sundry Debtors 25,140 
Stock (1.4.1988) 15,547 
Cash at Bank 2,015 
Petty Cash 38 
Salaries 825 
Fire Insurance 125 
General Expenses 1,317 
Bad Debts written off 381 

lurniture and Fittings 450 
Discount 100 


Printing and Stationery 
Rates and Taxes 


Rs, 


368 
351 
23,391 
1,732 
263 


33,394 
155 .— 
19,894 
11,000 
20,000 


You are required to draw ир a Trading and Profit and Loss Account and a Balance 
Sheet after making the following adjustments : 
(a) Rs. 50 from the Fire Insurance Premium to be carried forward to the 


next year: 


(b) Salaries for March 1989, amounting to Rs, 75, have not been paid. 
(c) Furniture and Fittings are to be depreciated by 10 percent and Freehold 


Premises by 2.5 per cent. 


(d) General Expenses include Rs. 200 paid for Rates for the year ending 


on 30th June, 1989. 


The Stock-in-hand on 31st March, 1989 was Rs. 2,787. 
8. On31st March, 1989, the following Trial Balance of R. Ramarao was taken 

Out, Prepare final accounts for the year after making the following adjustments : 
(a) Depreciation : 5% of Plant and Machinery and 10% of Fixtures and 


Fittings. 


(b) Rent for March 1989 unpaid, Rs. 150 

(c) Insurance unexpired on 31st March, 1989, Rs. 70. 
(d) Outstanding Wages Rs. 800 and Salaries Rs. 350. 
(e) Stock 31st March, 1989; Rs. 16,580. 


TRIAL BALANCE 
Drs ате i Rs. 
lant and Machinery 5,000 Office Expenses 
Fixtures and Fittings 1,720 Carriage расия 
Factory Fuel and Power . 542 Discount 
Office Salaries 3,745 Drawings Account 
Lighting (Factory) 392 Stock, 1st April, 1988 
Travelling Expenses 925 Manufacturing 
Curiage on Sales 960 Expenses 
ash at Bank 2,245 
baron 245 — Sue Renima 
е, Insurance 
dry Debtors 47,800 
Purchases , Cr. Balances 
Wages 83,290 К. Ramarao's Capital 
Rent and Taxes 9,915 Sales 
Thterest 1,600 Sundry Creditors 
105 Pure es Re 
Bills Payable 
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9. On31st March,1989 the following balances were extracted from the books 
of Ram : 


Trial Balance as on March 31, 1989 

Dr. Balances. Rs. . Rs. 
Cash Purchases 10,000 Commission 60,000 
Credit Purchases 50,000 ^ Fire Insurance 7,500 . 
Stock, April 1, 1988 40,000  Fumiture and Fittings 90,000 
Sales Returns 5,000 Cr. Balances 

Ram Lall, Debtor + 10,000 Sales ,00,000 
Sham Lall, Debtor 5,000 Gian Chand, Creditor 40,000 
Cash at Bank 40,000 Discount 2,500 
Wages and Salaries 60,000 Capital 1,35,000 


The Stock on Hand was valued on March 31, 1989 at Rs. 30,000. One-third ofthe 
"Wages and Salaries” is to be charged to Profit and Loss Account and the balance 
Trading Account, . lj 4 
You are requried to prepare from the above particulars Trading and Pro m 
Loss Accounts for the year ended March, 31, 1989 and a Balance Sheet as on that date- 


10. The Trial Balance of Ram Chandra and Sons shows the following balances 
as on 31-3-1989 


Debit Balances Rs. pi 
Purchases 60,000 Rent, Rates and Taxes 2000 
Sales Retums 1,500 Advertisements 200 
Plant and Machinery 90,000 Cashin Bank h 
Opening Stock 40,000 Rs. 
iscount Allowed 35 i h 
Bani Charges (4 Credit Balances й 
Sundry Debtors 45,000 Capital Accounts 11307 
Salaries 7,000 Sales 127, 75 
Wages 10,000 Purchases Returns 0 
reight tIn 1,000 Discount Received 000 
Freight : Out 1200 Sundry Creditors 2m 


2 55 
Closing stock was valued at Rs. 35,000. Prepare Trading and Profit D 


Account for the year ended 31st March, 1989 and Balance Sheet as on that 7) 
11. Fromthef (Adapted from All India SSCE, 1^, 
* , om the following Trial Balance of M/s Ram & S epare Tr e 
me à s.Ram ons, prt $h 
3 on that 088 Account forthe year ending on 31st March, 1989 andthe Balance a 
Rs. 600 
Purchases ; Trade Expenses 
oig allowed ДО Ше ы ) б 
Wages ` 6500 Building 0 
Do NND 2000 Furniture 4250 
ommission 425 vun То 
Carriage Inward 275 Sais 35000 
tration Expenses 105 (imd p w 
Cred 8 
Stock on 31st March, 1989 2% d 
nb Was Rs, 6,000. Depreciate buildings bY 
Vision for bad debts at 10% on debtors, outstanding wages Rs. 475... 1292 


(Adapted from All India SSC 


7, 
12, From the following Trial Balance extracted from the books of J.N.S. prepare 
aTrading Account, Profit and Loss Account for the year ended 31st March, 1989 and 


a Balance Sheet as on that date : 
: Rs. Rs. 
Drawings 1,70,000 Stock 1,60,000 
Plant and Machinery 12,00,000 Rent 45,000 
Horses and Carts 2,60,000 Manufacturing 
Debtors 3,60,000 Expenses 15,000 
Purchases 2,00,000 Bad debts 50,000 
Wages 80,000 Carriage 16,000 
Cash at Bank 2,60,000 Capital 20,00,000 
Salaries 80,000 Creditors 2,60,000 
Repairs 19,000 Sales 4,20,000 
Bills Payable 2,35,000 
following adjustments are made : 


The 


1. Closing Stock Rs. 2,60,000 
2. Depreciate Plant and Machinery 10%, Horses and Carts 20 %. 
3. Allow interest on Capital at 5% P.A. 
5 Rs. 15,000 is due for ун 3 
` i ‚ 5,000 in advance 
тик? (Adapted from Dethi Board SSCE, 1978) 
13. The following balance were extracted from the books of Shri Brijesh 
Chandra on 31st March, 1989 : 
Rs. Rs. 
Capital 24,500 Bad Debts 550 
awings 2,000 an 7,880 
General Expenses 2,500 Sales 65,360 
Buildings 11,000 Purchases 47,000 
Machin 9,340 ^ Scooter 2,000 
Stock (1.4.1988) 16,700 Вай Debts Provision 900 
Power. 2,240 Commission (Cr) 1,320 
Taxes and Insurance 1,315 Scooter Expenses 1,800 
Wages 7,2200 Ві Payable 3,850 
Debtors 6,280 Cash 80 
Creditors 2,500 Bank Overdraft 3,800 
. Charity 105 


Prepare Final Accounts for the year ended 31st March, 1989 after giving effect 


to the following adjustments : 


(a) Stock on 31st March, 1989 was valued at Rs. 23,500. 

(b) Write off a further Rs. 160 as bad debts and maintain the Provision for 
Bad Debts at 5% on Debtors. | 

(с) Depreciate Machinery at 10% and Scooter 12%, 

(d) Provide Rs. 750 for outstanding interest on loan and overdraft. 


(Adapted from Delhi Board SSCE,1979) 


14. Thefollowing balances were extracted from the books of Mordern Traders 


Оп 31st March, 1989 : 
Cant Rs. 
apital Account 85,000 
Ы ‘awings Account 5,000 
А ant and Machinery 40,000 
Si mulated Depreciation 9,000 
Ck on 1.4.89 15,000 


Rs. 
Sales 1,20,000 
Postage and Telegram 800 
Bad Debts 400 
Provision for Doubtful 
800 


Debts 


> 
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Purchases 82,000 Discount received aho 
Sundry Debtors 20,600 Rent Revenue 250 
Furniture 5,000 Insurance DOOR 
Carriage Outward ` 500 Salaries 20000 
Freight Inward 2,000 Wages 2500 
Rent, Rates and Taxes 4,600 Cash in Hand PE 
Printing and Stationery 800 Cash at Bank 2:00 
Sundry Creditors 9,000 Reserve Fund B 


зл Final accounts for the year ended 31st March, 1989 after taking into 
account the following : 
(а) Stock on 31st March, 1989 was valued at Rs. 15,000 
(6) Outstanding Wages Rs. 500 ete 
(c) Provision for Doubtful Debts is to be maintained at 5 per cent О! 
Debtors. 
(d) Prepaid Insurance was Rs. 100, К 
(е) Provide Depreciation on Plant and Machinery @ 10% andon БЕК БУЛ 
@ 5%. (Adapted from All India SSCE, 


h 
15. The Trial Balance extracted from the books of J. Kakabhoy at 31st Marc 
included the. following balances : 


Rs. Be 
Rent (Dr.) 7,500 Interest on Loan (DF) 2080 
Rates 5,000. Insurance act ] 
Wages 36000 Вел (Ст.) 2 Y 

The following adjustments have to be made before the preparation of the Ел 

atcounts : a 

Rs. 250 
Rent (Dr.) outstanding 2,500 Interest on Joan unpaid ЖЕ, 
Rates paid in advance 1,250 Insurance paid in advance 500 
Wages accrued due 5,000 Rent (Сг.) outstanding 


i5 
Show the Ledger accounts from which the Trial Balance was prepared. Gi 
adjusting and closing entries and bring down all balances, 


PRACTICAL EXERCISES - II 


1. Onist April, 1988, the Provision for Bad Debts Account in the books off 
Gandhi showed a credit balance of Rs. 2,300. During the following twelve m 
debts amounting to Rs, 1,850 were written off as irrecoverable and Rs. 
receivedinrespectof. adebt previously written off in the lastyear, At 31stMarch, 
С. Gandhi decided to carry forward a provision of Rs. 2,500. 


You are asked to record the above in Gandhi's books, pooks 
2. On 1st January, 19... the Provision for Doubtful Debts Account m Ше уез 
of a firm which maintains it at 5% had a credit balance of Rs. 1,100. During ® е 
the Bad Debts amounted to Rs. 800 and the debtors ‘at the end of the year 24 


t fo! 
Rs. 20,000. Show Provision for Doubtful Debts Account and Bad Debts Accoun 


the year 19... (Ай India SSCE, 198) 
3. А firm had the following balances on 1st April 1987: vi 
Reserve for Bad and Doubtful Debts SU 

Reserve for Discount on Debtors 3,2 


was 
During the year 1987-88 bad debts amounted to Rs. 4,500 ; discount allow? mile 
Rs. 1,580. During 1988-89 bad debts amounting to Rs. 2,300 were written О. 


И 
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discounts allowed were Rs. 1,250. Sundry Debtors were Rs. 1,50,000 on March 31, 
1988 and Rs. 96,000 on March 31, 1989. The firm provides areserve of 5% against bad 
and doubtful debts and 3% for discount on debtors, 
Show the necessary accounts for 1987-88 and 1988-89. 
. . 4. While the figures in the following Balance Sheet are arithmetically correct, 
it contains a number of mistakes. You are asked to re-draft it in correct form. 
І. BALOOJA & CO. 
BALANCE SHEET for the year ended 31st March, 1989 


Capital Account 


Cash in Hand 150 
on Ist April. 1988 Sundry Debtors 13,500 
Drawings for the year Machinery, at cost 13,000 
Stock in hand 31st Mar. Depreciation of 
1989 E Machinery 1,250 
Provision for Bad Debts Bank Overdraft 
Sundry Creditors 


Net Profit for the year 


39,650 


5. Pass journal entries to record the following adjustments while preparing · 
Final Accounts : 
(а) Closing Stock Rs. 50,000 
(b) Wages owing (at the end of the year) Rs. 2,300. 
(c) Provide depreciation Rs. 4,380 on Plant and Machinery, and Rs. 1,000 
on Furniture. 
(d) Insurance paid in advance Rs. 400. 
(e) Purchases invoices amounting to Rs. 8,000 omitted from the books, 
(f) Sales returns made by Harcharan Rs. 2,530 not yet recorded in the 
books. The goods returned, however, have been included in the Closing 
Stock. 
(g) Goods destroyed by fire Rs. 8,000. The insurance company admits a 
claim of Rs. 4,500 only. 
6. From the following particulars extracted from the books of Shyam Lal on 
31st March, 1989, you are requested to : 
() Draw up a Trial Balance. 
(ii) Journalise adjustment entries. 
(iii) Prepare Trading and Profit and Loss Accounts for the year ended 31st 
March, 1989 and a Balance Sheet at that date. 


Rs. Rs. 

Capital 40,000 Carriage Inwards 250 
Stock (1.4.1988) 5,000 Returns Inwards 2,000 
Sales 1,000,000 Returns Outwards 500 
Purchases 75000 ^ Bills Payable 4,500 
Freight 5,000 Bank Overdraft 5,000 
Rent 3,000 Machinery 7,500 
ad Debts 400 Carriage on Sales 150 
Debtors 20,000 ^ Building 24,500 
саев 8000 ^ Repairs 300 
Rij tors 9,500 Insurance Premium 380 
Wa Receivable 8 3,20 ^ Commission (Dr.) 200 
Bad Dy 2,750 Printing and Stationery 350 
bts Reserve Drawings 2,500 


(1.4.1988) 500 Loans (Cr) 1,200 


300 n n 
Building 
'kinhand on31st March, 1989 was valued at Rs, 10,000, Depreciate 
and MEE at 5%. Allow interest on Capital at 10 %. Create a reserve for qois. 
debts at 5%, Carry forward Rs. 80 for unexpired insurance, Interest on overdri 
to be paid Rs. 200, ' 7 
7, From the following balances taken from the books of Messrs, Amrit Lal Re 
Bhajan on 31st March, 1989, prepare a Balance Sheet аз on that date, and also m: 
a Profit and Loss Account for the year ending 31st March, 1989: 
Rs. 


Rs. 
Salaries 30,000 ^ Reserve for Bad Debts 200 б 
Buildings 4,00,000 Bills Receivable 280 | 
Amrit Lal's Capital - 400,000 Creditors 12000 р 
Ram Bhajan's Capital 2,40,000 Вай Debts 3, ЖА 
Debtors 1,60,000 Stock on 31.3.1989 246000 
Insurance 5,500 Bills Payable 12909 5 
Gross Profit 1,55,000 Sundry Expenses HR 
Fixtures and Fumiture 1,00,000 Cash 40, 


^ n : i pital 
The partners share profits and losses in proportion to their respective сарі. 
amounts, Ram Bhajan is also to be paid a monthly salary of Rs. 1,500, which is not p?! 
for the last four months, 


: d 
After writing off a further Rs. 1,000 as bad debts, make reserve of 5% for Bad an 
Doubtful Debts. Unexpired insurance is Rs. 1,500. iture @ 
Provide for Depreciation on Buildings @ 2.5% and on Fixtures and Furni! 
5%, ; 


à and - 
8. From the following trial balance of Mr, Arun prepare Trading and ЖКО à 
Loss A/c for the year ending 31st March, 1989 and a Balance-Sheet as on 


Trial Balance "n 
Dr.(Balances) Rs. Су. (Balances) 30,500 
Cash 10,000 Sales 1, 2 5 
Stock 40,800 Returns 
Wages 22,525 Loan at 12% 20,000 
Purchases 1,30,295 (on 1.7.88) 765 0.305 
Retums inward 2,400 Creditors "530 
Repairs 1,675 Discount 41,500 
Bad debts 2310 Capital ; 
Interest on Loan 600 
Salaries 8,000 
Income-tax 800 
Octroi ^ 500 
Insurance 1,000 
Charity 125 | 
Rent 2,000 | 
Machinery 16,000 | 
* Debtors (including 
Shyam for dis- | 
ioe bill of | | 
Л; 30,000 
2,69 EID | 
‚69,030 NC 
Adjustments ; | 


Г j A88. 
G) Wages includes Rs. 2,000 for erection of new machinery 0n } 


(ii) 
(iii) 
(iv) 
(у) 
(vi) 
(vii) 


(viii) 


Stock on 31 March, 1989 was Rs. 40,925. 
Provide 5% depreciation on machinery. 
Salaries unpaid Rs.800. 


Half the amount of Shyam's Bill is irrecoverable, 


Create a provision at 5% on other debtors. 
Rent is paid up to 31st July, 1989. 
Insurance unexpired Rs. 300. 
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(Adapted from Delhi Board SSCE, 1985) 
9. The following i is the Trial Balance of Amrit Raj as on 31st March, 1989 : 


Dr. (Rs.) Cr. (Rs.) 
Capital 2,50,000 
Building 3,00,000 
Furniture В 26,400 
Саг 40,000 
Returns inward and outward 23,000 16,000 
Stock on Ist April, 1988 © . 80,000 
Purchases and Sales — - 3,38,000 5,60,400 
Bad Debts | 4,000 
Carriage inward 6,000 
General Expenses 12,000 
Bad Debts Provision. 7,000 
Bank Loan (1-4-1988) 1 50,000 
Interest on Bank Loan 3,000 
Commission 9,000 
Insurance and Taxes 20,000 
Car Expenses 26,000 
Salaries 44,000 
Cash in Hand 20,000 
Debtors and Creditors 30,000 80,000 


You are required to preparé the final accounts for the year ending 31st March, 
1989 taking into account the following adjustments: . 


. Closing stock оп 31-3-1989 was valued at Rs. 43,400. 


Insurance is prepaid to the extent of Rs. 2,000 and carriage inward is 


unpaid Rs. 1,000. 
Salaries have been paid for 11 months. 

Bank Loan has been taken at 16% p.a interest. 
Depreciate Building by 5% and Car by 15%. 


Write off Rs. 2,000 as further bad debts and increase bad debts 


provision by 5% on debts. 


Car is used for business as well as for private purposes equally. 


(Adapted from Delhi Board SSCE, 1982) 


10. The following Trial Balance was extracted from the books of Ram as оп 31st 


March, 1989 : 
Debit Balances Rs. Credit Balances 
Drawings Account 7,000 Capital A/c 

. hases 82,210 Purchases Returns - 
Sales Returns -1,820 Sales 


Stock on April 1, 1988 


alaries 


6,280 (April 1, 1988) 


11,460 Bad Debts Reserve 


Rs. 


90,000 
4,240 
1,49,840 


4,240 
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Wages 8,560 ^ Discount ) 
Leasehold Premises 25,000 Sundry Creditors 
Rent, Rates and Insurance 6,940 

Carriage Inwards 2210 

Office Expenses i 

Plant & Machinery 24,000 

Light & Water 7,950 

Bills Receivable 1,240 

Sundry Debtors 38,900 

Cash at Bank 12,400 

Cash in Hand 2,210 

Office Furniture 3,570 

Travelling Expense 9,870 

Bad Debts E 1,600 

Carriage Outward 3,240 


2,66,080 


Rs. 


780 
16,980 


266,080 _ 
ا‎ Gea 


Prepare a Trading and Profit & Loss Account for the year ended 31st March, 1989 
and a Balance Sheet as at that date after taking into account the following : 


(а) Depreciation is to be written off as follows : 
Leasehold Premises 5%, Plant & Machinery 10%. 


4 1 
(b) WriteoffafurtherRs.500 as bad debt and make a provision for doubtful 


debts equal to Rs. 5,000, 


(c) Wages amounting to Rs. 570 had become due but had not been paid. 


(4) The value of Stock on 31st March,1989 was Rs. 14,920. 


5 to 
(е) Unexpired premium amounting to Rs. 680 is to be carried forward 


next year, 


(Adapted from All India SSCE, 1983) 


11. Prepare Final Accounts from the following as on 31st March, 1989 : 


Extracts of Balances 
As on 31-3-1989 


Debit Balances Rs. 
Drawings 15,000 Cash in Hand 
Goodwill 30,000 Sundry Debtors 
Land and Buildings 60,000 Repairs 
Plant and Machinery 40,000 Printing and Stationery 
Loose Tools 3,000 ^ Bar debts 
ЭШ Receivable 2,000 Advertisements 

tock 1st April, 1988 40,000 Sales Returns 
Purchases 51,000 Furniture and Fixtures 
Wages 20,000 ^ General Expenses 
Carriage Inwards 1,200 
Carriage Outwards 1,500 Credit Balances 
Coal and Gas 5,600 Capital A/c 
Salaries 4,000 Bills Payable 
Rent, Rates and Taxes 2,800 Sundry Creditors 
Discount allowed 1,500 Purchases Returns 
Cash at Bank 25,000 Sales 
Adjustments: 


(a) Closing stock on 31st March, 1989 was Rs. 60,000. 


EMEN ooo 


303 


(b) Depreciate Plant and Machinery at 5%, Loose Tools at 15% and 
Furniture and Fixtures at 5%, 
(с) Provide 2.5% for discount on Sundry Debtors and Creditors and 5% for 
Bad and Doubtful Debts. - 
(d) Outstanding Wages Rs. 1,500 and Rent & Taxes Rs. 850. 
(Adapted from Delhi Board SSCE, 1981) 


12. From the following Ledger balances, prepare Trading and Profit and Loss 
Accounts for the year ended 31st March, 1989 and a Balance Sheet as on that date: 


Balances Rs. Rs. 
Ram's Capital 1,19,400 Salaries 11,000 
Ram's Drawing 10,550 Travelling Expenses 1,800 
Bills Receivable PR 9,500 Bank Charges 80 
Plant and Machinery. 28,800 Insurance (including pre- 
Sundry Debtors (includ- mium of Rs. 300 

ing Madan for p.a. paid upto 30th 

dishonoured bill September, 1989 400 

for Rs. 1,000) 62,000 Cash 532 
Loan A/c (Cr) @ 6% p.a. 20,000 Bank 18,970 
Wages (Manufacturing) 40,970 Repairs and Renewals 3,370 
Retums Inwards 2,780 Interest and Discount 
Purchases 2,56,590 (Dr.) 6,070 
Sales 3,56,430 Bad Debts 3,620 
Rent and Taxes 5,645 Sundry Creditors 59,655 
Commission Received 5,642 Fixtures and Fittings 8,770 
Opening Stock 89,680 


Stock on hand оп 31st March, 1989, was Rs. 1,26,960. Write off half of Madan's 
dishonoured bill, depreciate Plant and Machinery by 5% and Fixtures and Fittings by 
10%. Create a reserve for Bad and Doubtful Debts at 5%. 

Interest on Loan for two months has been paid in advance. 

The manager is entitled to a commission of 10% of the net profit before charging 
such commission. 

13, Navin and Kamal started business in partnership on 1st April, 1989. They 
invested Rs. 8,00,000 and Rs. 7,00,000 respectively in the business. According to the 
partnership deed (i) profits and losses were to be shared equally, (ii) intereston Capital 
was to be allowed at 1256, and (iii) Navin being the active partner, was to be entitled 
to a salary of Rs. 1,000 per month. 

Theclosing stock on31st March, 1989 was Rs.4,00,000 per month. The balances 
of accounts were as follows : 


Rs. Rs. 

Cash 19,100 Accrued Commiss- 

Bank 69,000 ion (Dr.) 4,000 
Wages 12,500 Property 10,00,000 
Carriage 1,000 Furniture 70,000 
Purchases 15,84,000 Machinery 2,00,000 
Sales Returns 30,000 Advertisement 20,000 
Trade Debtors 18,96,000 Trade Creditors 12,50,000 
Sales 26,79,300 Discount (Dr.) 18,000 
Purchases Returns 30,000 ^ Salaries 30,000 
Bills Receivable 1,89,600  Kamal’s Drawings 40,000 


Bills Payable 2,01,500 Navin's Drawings 40,000 
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Rs. 

io Rs. 

P „ . 0 В 000 
66,500 ^ Stationery & Printing 3, 

Roc 90,000 ^ Repairs 12000 

cm Qu ME 

SER Sio К Stock (1.4.1988) 3,11,400 


ing adjust i i d Profit & loss 
After m: adjustments for the following, prepare Trading an З 
Account for eee ending 31st March,'1989 and the Balance Sheet as on that eue 
(i) Navin's salary for 9 months due but not paid. (ii) Wages p 
Rs. 20,000. (iii) Half of the amount of Interest relates to next year. (iv) After RN 
off Rs. 96,000 as bad debt, create a reserve of 5% on Trade Debtors. (v) Prepai 
77,500.(vi) Also create a reserve of 2% for discount on debtors and creditors. Re 
14. From the following Trial Balance of Mr. Alok, prepare Trading and Profi 


t 
& Loss Account for the year ending 31st March, 1989, and a Balance Sheet as on thal 
date: 


TRIAL BALANCE 
Debit Balances Rs. Credit Balances 0 
Drawings 5,275 Capital 59, 
Bills Receivable 4,750 Loan at 8% 10,000 
Machinery 14,400 (on 1.4.88) 28 20 
Debtors (including X for Commission Recd. 298 15 
dishonoured Bill of Creditors 782 15 
Rs. 1,000) : 30,000 Sales 1,78, 
Wages 20,485 
Returns Inward 2,390 
` Purchases 1,28,295 
Rent 2,810 
Stock (1.4.88) 44,840 
alaries 5,500 
Travelling Expenses 945 
Insurance 200 
Cash 9,750 
Repairs 1,685 
Interest on Loan 500 - 
Discount Allowed 2,435 
Bad Debts 1,810 
Furniture 4,480 a 
2,80,5 2,80,55 
80,550 28055623 


The following adjustments are to be made : 


(i) Stock in the sho 
(i) -Half the amount of X’ 
(iii) Create a Provision of 5% on other debtors. 
(v) Wages include Rs. i 

(v) Depreciate Machin 
(vi) Commission inclu 


15. On31st March, 1989 the follo 


the 
wing Trial Balance was extracted from 
books of Mohan 


A 


Rs. 
Capital 
Drawings 5,000 
Debtors and Creditors 20,000 
De 300 
terest on Loan 
Cash ` 2,000 
Provision for Bad Debts 
Stock (1.4.1988) 6,800 
Motor Vehicles 10,000 
Bank 3,500 
Land and Buildings 12,000 
Bad Debts 500 
Purchases and Sales з 66,000 
Retums 8,000 
Carriage Outward 2,500 
Carriage Inward 3,000 
Salaries 9,000 
Rent and Insurance 3,000 
Advertising х 3,500 
iscount 
General Expenses 3,400 
Bills Receivable and Bills Payable 6,000 
'ent i 
received TERED 


500 
2,000 

0 
1,64,500 


——=— ا اا مح‎ 
Prepare Trading Account and Profit and Loss Account for the year ended 31st 
March, 1989 aci Balance Sheet as on that date after taking into account the 


following : 


(b) Salaries outstanding Rs. 200. 
(c) Prepaid Insurance Rs. 200. 


(a) Depreciate Land and Buildings at 2.5 % and Motor Vehicles at 20%. 


(d) Provision for Bad Debts is to be maintained at 5% on Debtors. 


(e) Stock on 31st March, 1989 was valued at Rs. 7,000, 


(Adapted from All India SSCE, 1984) 
16. Prepare Trading, Profit and Loss account for the year ended 31st March, 
1989 and a Balance Sheet as on that date from the following Trial Balance : 


^ Rs. 
Capital T 
Cash 15,000 
Bank Overdraft - 
Purchases and Sales 1,20,000 
Retums 3 10,000 
Establishment Expenses i 22,000 
axes and Insurance 5,000 
w Debts and Debts Reserve 5,000 
С btors and Creditors 3 50,000 
p. mmission sz 
posits : 40,000 
peering Stock 30,000 
p, Wings 14,000 
Rij ture ; | ! М.Д 6,000 
Receivable and Bills Payable 30,000 


Rs. 
1,00,000 


20,000 
1,50,000 
20,000 


7,000 
20,000 
5,000 
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Adjustments : 
(i) Salaries Rs. 1,000 and taxes Rs. 2,000 are outstanding but Insurance 
Rs. 500 is prepaid . 
(ii) Commission Rs. 1,000 received in advance for next year. 
(iii) Interest Rs. 2,100 is to be received on Deposits and Interest on Bunk 
Overdraft Rs. 3,000 is to be paid. 
(iv) Depreciate Furniture by 10%. 
(v) Stock on 31-3-1989 is Rs. 45,000. 
(Adapted from Delhi SSCE, 1986) 
17. From the following Balances for the year ending 31st March, 1989 and 


additional information prepare Trading and Profit and Loss Account and Balance Sheet 
of Messrs. Quality Traders. 


Rs. Rs 
Capital 80,000 Accumulated Depreciation 
Purchases 82,000 on Furniture 2,000 
Sales 110000 ^ Wages 10 
Purchases Retums 1,000 Rent 5,100 
Buildings 45000. Sales Tax Payable 10,000 
‘Accumulated Depreciation Commission (Cr.) 1,500 
on Buildings 8,000 Insurance 600 
Opening Stock 15,000 Salaries 14,000 
Sundry Debtors 20,100 Bad debts 200 
Sundry Creditors 8,000 ^ Provision for Bad Debts 500 
Fürniture 7,000 Cash in Hand 5,000 
Carriage In 200. Cash at Bank 25,000 
Additional Information : ) 
(0 Closing stock was valued at Rs. 20,000 ише 
(ii) Provide Straight Line depreciation on buildings © 5% andron Fumi 
@ 10%. 
(iii) Outstanding salaries Rs. 1,000. 
(iv) Further bad debts Rs. 100. 
(v). Make provision for bad debts @ 3%, 86) 
(Adapted from All India SSCE, 19°" 
18. The following are the balances of Messrs. B. Govil and G. Grover & Со" 
31st March, 1989: 
Dr. Balances Rs. RS: 
Cash in Hand 540 General Expenses фы 
Cash at Bank 2,630 Insurance ed 
Purchases 40,675 . Drawings by B. Govil 2025 
Returns Inwards 680 Drawings by G. Grover 2 00 
Wages Account 8,480 Sundry Debtors 145 
Fuel and Power 4/30 Advertising 1,000 
Carriage on Sales 3,200 . Carriage on Purchases 2,04 
Stock (1st April, 1988) 5,760 Су. Balances 80 
Building 32,000. Sales Account . 98.700 
оен Land 10,000 Returns Outwards 000 
Machinery 20000 ^ B.Govil's Capital 40,000 
are 7,500 С. Grover’s Capital 3 300 
>alaries 14,000 Sundry Creditors E 
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Taking into consideration the following adjustments, prepare Trading and Profit 
and Loss Account and the Balance Sheet of the firm. The parmers share profits and . 
losses in the proportion, B. Govil 2/2 and G. Grover 1/3: 
(a) Stock on hand on 31st March, 1989 is Rs. 6,823. 
(b) Mechinay is to be depreciated at the rate of 10% and Patents at the rate 
0 о. 
(с) Salaries for the month of March, 1989 amounting to Rs. 1,500 were 
unpaid. ; 
(d) AReserve for Bad and Doubtful Debts is to be created to the extent of 
5 per cent on Sundry Debtors. 
(е) The partners are entitled to an interest on their capital balances at the 
rate of 5% (ignore interest on drawings). 
(f) The manager is entitled to a commission (9 5% of net profits after 
charging such commission. . 
19. The following is the Trial Balance, as on 31st March, 1989, of M. Manna, 
а sole trader. 


Rs. Rs. 
Stock (1st April, 1988) 24,000 Debtors 10,250 
hases 2,60,000 Loan at 15% (Cr.) 10,000 
Retums Outwards 3,750 Bank Overdraft 5,000 
Wages 16,600 Cash in Hand 600 
Machinery Repairs 1,750 Machinery 12,000 
Rates 6,250 Land and Buildings 68,000 
` Salaries 11,060 ^ Drawings 9.000 
Loan Interest 250 Capital Account 
Commission (Dr.) 440 (1st April, 91,500 
Lighting 2,550 1988) 
Rent received 750 Sales 3,00,000 
Discount (Cr.) 3,100 Creditors 8,650 


(a) The Stock at 31st March, 1989, was valued at Rs. 27,000. On 17th 
November, 1988,. Stock of the value of Rs. 10,000 was destroyed by 
fire. 

(b) Four-fifths of the Rates should be charged to the Trading Account. 

(c). The Machinery is to be depreciated by 10 per cent. 

(d) Six months' interest on the Loan is owing. 

(e) M. Manna’s tenant owes one-quarter's rent. - 

(f) М. Manna took goods of the value of Rs. 2,000 for his personal use, but 
no record was made of it in the books. 
You are required to prepare M. Manna's Trading and Profit and Loss Account for 
the year ending 31st March, 1989 and a Balance Sheet as on that date. 
ee The following аге the balances of Messrs. Gupta & Co. as on 31st March, 


19g 
Rs. Rs. 
Cash in Hand 540 Patents 7,500 
Cash at Bank 2,630 Salaries 15,000 
Purchases 40,675 General Expenses 3,000 
Хештз Inwards 680 Insurance 600 
Ages 8,80 Drawings 5,245 


Puel & Power 4,730 Sundry Debtors 14,500 
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Rs. 
Carriage on Sales 3,200 
Carriage on Purchases 2,040 
Stock (1.4.88) 5,760 
Building 32,000 
Freehold Land 10,000 
Machinery 20,000 


Rs. 
Sales A/c 98,780 
Returns Outwards 500 
Capital 62,000 
S. Creditors 6,300 
Rent (Cr.) ‚9,000 


Prepare Trading and Profit & loss A/c and a Balance Sheet as on 31st March, 1989 
after taking into account the following adjustments : 


(i) Stock on hand as on 31st March, 1989 is Rs. 6,800. 


(ii) 

(iii) 
unpaid. 

v) 
September, 1989. 


Machinery is to be depreciated at 10% and Patents at 20%. 
Salaries for the month of March, 1989 amounting to Rs. 1,500 were 


Insurance includes a premium of Rs. 170 on a policy expiring on 30th 


(v) After providing for Bad Debts Rs. 500, create a reserve of 5% on 


debtors. 
(vi) 
(vit) 


21. 
Kumar оп 31st March, 1989. 


Rs. 
Drawings 20,000 
General Expenses 25,000 
Buildings 1,10,000 
Machinery 93,400 
Stock (1.4.1988) 1,62,000 
Power 22,400 
Taxes and Insurance 13,150 
Wages 72,000 
Debtors 62,800 
Charity 1,050 
Bad Debts 5,500 
Adjustments : 


Rent Receivable Rs. 1,000. 
During the year there was loss of stock by fire Rs. 2,000. 


(Adapted from All India SSCE, 1982) 


The following balances were extracted from the books of Shri Krishan 


Rs. 
Purchases 4,70,000 
Scooters 20,000 
Trade Expenses 17,800 
Cash 1,000 
Capital 2 
` Creditors 25, 00 
Bank Overdraft 1118 
Sales 6,53,600 
Bad Debt Provision 20 
Commission (Cr.) 22 200 
Bills Payable 38,5 


(а) Stock on 31st March, 1989 was valued at Rs. 2,35,777. ыз 
(b) Write offa further Bad Debtof Rs.2,800 and maintain the provision 
Bad Debts at 5% on Sundry Debtors. 


(c) Provide 2% for Discount on Sundry Creditors. 


such Commission. 
Prepare Final Acco 
above adjustments 


22. From the followin 
Ledger of A, a trader, p 


(d) Depreciate Machinery at 10% and Scooters by Rs. 2,400. 
Provide Rs. 7,500 for outstanding interest on Bank Overdraft. 
(f) Prepaid Insurance is to the extent of Rs. 500. z 
Provide Manager's Commission at 10% on the Net Profit after ch 


arging 


the 
unts for the year ended 31st March, 1989 giving е 1983 ) 


(Adapted from Delhi Board SSCP^ 


а he 
g Trial Balance as at 31st March, 1989 taken 01989. 
repare final accounts for the financial year to 31st Mare 


ڪڪ 


Rs, Rs. 

Capital, 1st April ,1988 1,60,000  Fumiture and 
Sales 5,90,000 Fittings at cost 58,000 
Cost of Sales 3,22,000 Depreciation Provision 16,000 
Stock, 31st March, 1989 51,000 Repair Charges 2,900 
Rent 10,000 Валк 24,000 
Retums Inwards 16,000 ^ Salaries 1,10,000 
Cash Discount allowed 15,000 ^ General Expenses 18,000 
Cash Discount received 19,000 Debtors 2,30,000 

awings 58,100 Creditors 1,30,000 


Take the following adjustments into account : 
(а) General expenses include Rs, 5,000 chargeable to Furniture purchased 
on 31st March, 1989. 


(6) Create a reserve of 5% on debtors for bad and doubtful debts after 
у treating Ёз. 30,000 as a bad debt. 


Balance at Bank on31st March, 1989 as ascertained from the Pass Book 
is Rs. 22,500, the difference representing Bank Charges. 
(4) Rent for two months is outstanding. 
(e) Depreciation on Furniture and Fittings for the year is to be at the rate of 
10% per annum on original cost, i 
(f) Salaries accrued due but unpaid amount to Rs, 1,500, 
. Prepare Adjusted Trial Balance also. 


б 23, The following are the Ledger Balances of A, B, C & Co, as on31st March, 
1989 ; t ' 


(с 


M 


Balances Rs. Balances ) Rs 
Sundry Debtors 6,000 C's Drawings 500 
General Expenses 1,200 Sales 25,000 
Factory Rent 250 Sundry Creditors 1,000 
Manufacturing Wages 2,000 Interest Received 120 
Purchases Р 10,000 Purchases Returns 200 
Furniture and Fixtures 500 Discount Received 180 
Carriage and Freight on Reserve for Bad Debts 200 
Raw Material 300 A's Capital (Cr.) 10,000 
Boxes, Labels, etc, 200 — B's Capital(Cr.) 10,000 
Sales Returns 300 Plant and Machinery 6,000 
Hand Cart 2,000 ^ Office Premises 2,000 
Advance on Mortgage (Dr.) 2,000 ^ Bank Balance 2,300 
Travelling Expenses 600 Са 10 
ffice Salaries 2,200 Stock (151 April,1988) 5,000 
3 i Drawings 1000 C's Capital (Dr.) . . 1000 
ү awings 1,000 Rates, Taxes and 
3j Allowed 220 Insurance 120 
pare Trading and Profit and Loss Accounts and Balance 

дийл кь» 9 E x hand on 31st March, 1989 CR жүндү 7 300. 

пата ed b Eds эЛ a o Interest on partners Capitals is to be credited or 

te te off 5% from Plant and Machines vised as to A 2/5, B 2j mig 
hinery and m 

and Fixtures. Increase the Reserve for Bad] Debts SES the va апа Pumiture 

(ОР. Board) 
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24. Messrs. Rem Lal and Hira Nand are partners in a ee соло 
sharin, fits and losses in proportion to their respective capitals as shown on 1 
April, 1988 and receive 896 interest on capitals. On 31st March, 1989, the following 


balances were extracted from books : 


Dr. Balances Rs. Rs. 
Cash 29,500 Discounts 10,000 
Bank 53,000 Salaries and Wages - 25,000 
Wages 11,900 Rent, Rates and Taxes 17,500 
Adjusted Purchases 14,65,500 Ram Lal's Drawings 50,000 
Interest Receivable 3,000 Hira Nand's Drawings 30,000 
Sundry Debtors 20,00,000 Stock on 1.4.1989 3,60,000 
Repairs 8,100 

Returns Inwards 1,20,000 Cr. Balances 

Bills Recéivable 1,50,000 Ram Lal’s Capital 10,00,000 
Incidental Expenses 10,000 Hira Nand's Capital 5,00,000 
Buildings ' 921,900 Sales 27,03,800 
Bad Debts 5,000 Sundry Creditors 13,43,000 
Office Expenses 15,000 ^ Reserve for Bad Debts 50,000 
‘Plant 2,30,000 Bills Payable 1,90,000 
Trade Expenses 60,000 Outstanding Wages 5,600 
Furniture 2,10,000 — Interest 23,000 


(а) Depreciate Pant by 10%. = 

(b) Allow Hira Nand, the working partner, a salary of Rs. 5,000 in addition 
to his other interest in the firm. 

(c) Make a provision of reserve of 5% for bad and doubtful debts. i 

(4) TheFire Insurance Premium was paid outof Trade Expenses A/c on "m 
January, 1989 for six mónths Rs. 5,000. . , d 

Prepare a Trial Balance, make necessary closing entries, and raise Trading ал 
Profit and Loss Accounts and a-Balance Sheet, 


T The following balances appeared in the books of a merchant on 31st March, 
1989 : 


Rs. Be. 
Buildings 70000. Carriage Inwards 125 
Motor Truck 12,000 Carriage Outwards 8 0 
Fumiture 1640 — Reserve for Bad Debis 1320 
Debtors 15,600 ^ Establishment Expenses 2,1 j 
Creditors 18,852 Insurance 1 
Stock (1.4.1988) 15,040 Interest (Cr.) “© 
Cash in Hand 988 Bad Debts 
Cash at Bank 14,534 Audit Fees g 0 
Bills Receivable 5,844 General Charges ЫЫ 
ВШ» Payable 6,930 Travelling Expenses 250 
Purchases 85,522 Discounts (Dr.) 65 
Sales 121,850 Investments 82 
Capital 92,000 ^ Sales Returns 2 


Л : 89 
Prepare Trading and Profit and Loss Account for the yearended 31st March. Lo 
and a Balance Sheet as on that date after taking the following matters 
consideration : 

(2) Stock on 31st Marc 


h, 1989 amounted to Rs. 19,500. 
(b) Depreciate Motor 


Trucks 20 per cent and Fumiture 10 per cent 
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(c) Write off a further Rs. 100 as bad debts and maintain the Bad Debts 
Reserve at 5% on Debtors. 
(d) AbillforRs. 500 included in Bills Receivable was dishonouredon 20th 
March, 1989. 3 - 
(е) Unexpired Insurance, Rs. 150. 
(f) Interest accrued on Investments, Rs. 120. 
(g) Goods of the value of Rs. 4,000 were received on 28th March but the 
purchase invoice was omitted to be recorded in the Purchases Book. 
26. The Accountant of a business has balanced his books and prepared the 
following Profit and Loss Account. Is the same correctly drawn ир? If not, prepare 
an amended Trading and Profit and Loss Account showing the net profit made by the. 
business during the year. 


PROFIT AND LOSS ACCOUNT 
for the year ended 31st March, 1989 
Rs. Rs. Rs. 

To Advertising 1,500 By Stock 40,000 
To Trade Expenses 1,000 Less Stock on 1st 
To Wages 7,300 April 1988 33,000 7,000 
To Depreciation 4,000 By Interest on Investment 3,000 
To Charity 2,000 By Sales 53,000 
To Returns 700 *By Rent 2,30 
To Salaries 3,000 By Discounts 1,700 
To Interest paid 1,500 
To Purchases 25,000 
To Law Charges 500 
To Loss on Investment 

Sales ч 3,000 
То Income-tax 500 
To Net Profit taken to 

Capital Account 17,000 

67,000 67,000 


He also forgot to take any account of the following facts : 
1. Purchases Returns Rs. 500 
2. Interest on Capital Rs. 300 
3. Bad Debts Reserve to be provided Rs. 200 
4. Wages unpaid Rs. 700 
27. (а) Amerchanthas in stock at the end of his financial year 1,500 metres of 
Cloth which cost him Rs. 40 per metre less 5% discount. At the time of stock-taking 
market price of this cloth is Rs, 30 per metre. At what sum shouldthevalue this cloth 
in his stock-taking ? 
On December 31, 1988 Hari found that his gross profit on trading for 


(p odi i ales during the year had 

) ithathis gross sales during the year ha 

eleven mounted ОКИ T dfe ata ? 2 A 

been ded his purchases by Rs, 12,000 an OBE consisted o3 quii ENS 

Rs ganed to him. His stock on December 31, | : nl Assuming for he 

` $00 per quinta] and 200 quintals of salt at Rs. 18 per quintal. ASS лам 

Year Ses of this question that the prices of sugar and salt have not varied during the 
' What was the value of his stock on January 1 ? 
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28. 
revenue ? 


What are adjusting entries ? How do they help in matching costs with 
The following balances were taken from the records of a firm. For each 


account give the adjusting journal entry which may have resulted in the change in that 


account b. 


alance: 


Account Trial Adjusted Trial 
Balance Balance 
Advances from customers 20,000 16,000 
Prepaid Insurance. 8,000 6,000 
Wages Payable А 3,000 5,000 
Interest (credit balance) - 1,000 1,200 
Accumulated depreciation 15,000 2,000 


Assume that the final accounts were prepared from the unadjusted balances. How 


would the Profit and Loss Account and Balance Sheet be affected in each of the above 
Su х (All India 55СЕ, 1985) 

29. The following figures have been taken from the books of B. Govil as at 
March 31,1989: 

Rs. Rs. 

Discount (Dr.) 1,000 — "Freehold Land 10,000 
Cash in Hand 540 Machinery 20,000 
Cash at Bank 2,630 Patents 7,500 
Purchases 40,675 Salaries 1000 
Sales 98,780 General Expenses 2206 
Returns Inwards 680 Insurance 85 
Returns Outwards 500 Bad Debts 650 
Wages 10,480 Drawings 5,245 
Fuel and Power 4730 Capital  . 70,000 
Carriage on Sales 3,200 Reserve for Doubtful 0 
Carriage on Purchases 2,040 Debts 1,00 
Stock (1.4.1988) ` 5,760 Sundry. Debtors 14,500 
Buildings 30,000 Sundry Creditors 6,300 


Additional information supplied by В. Govil to you is as under : 


(a) 
(b) 
(c) 
(a) 


(e) 
0 


9) 


You are required to : 
(а) journalise the adjustments : 


(b) 
(c) 


Ea. f. E 


Goods costing Rs. 1,000 were taken by B. Govil on 1st June, 1988 for "T 
personal use but no record of it was made in books of account. 

Machinery is to be depreciated at the rate of 10% and Patents @ 20% y j 
Salaries for the monthof March, 1989 amounting to Rs. 1,500 were UnP 
Insurance includes a premium of Ёз. 170 licy expiring ол” - 
September, 1989. E d. 
Wages include a sum of Rs. 2,000 spent on the erection of a cycle ке dn 
A reserve for Bad and Doubtful Debts is required to the extent of 5% 
Sundry Debtors, jots 
The value of stock could not be ascertained on31st March, 19889 due 800. 
in the area, The value was ascertained on 30th April, 1989'to be Rs: 0,000. 
Purchases and sales during April amounted to Rs. 6,000 and Rs. 1^ 
Goods are sold at a uniform margin of 20% on selling price. 


Prepare a Trial Balance after taking into account the adjustments ic 


prepare Trading and Profit and Loss Ассо tf ending215 
1989 and the Balance Sheet as on that dare. Beret 


30. Prepare Manufacturing, Tradin, 


following figures relating for the year 1989: 


Stock : 
Finished goods 
Raw Materials 
Work-in-progress 
Purchase of Materials 
Carriages on Purchases 
Wages 
Factory Salaries 
Office Salaries 
Repair and Maintenance : 
Machinery 
Office Equipment 
Depreciation : 
Machinery 
Office Equipment 
Sundry Expenses : 
Factory 
Office 
Sales 


ig and Profit and Los: 
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5 Account from the 


3,60,000 


Itis the firm's practice to transfer goods from the Factory to Sales godown at cost 


plus 10%, (Adapted from Delhi Board SSCE, 1984) 
ANSWERS 
PRACTICAL EXERCISES —1 
N. i Capital | Bal 
Trial Gross Net 'apitai alance 
2 Balance Profit Profit Sheet 
— Rs Rs. Rs. i Rs. Rs. 
; i 33,500 
7,500 Nil 30,000 | 
5 93.760 = a 17,880 YS 
à 1,26,740 24,000 7,500 55,500 60,240 
2463 1817 
-490 7,180 10,980 
6 22,940 840 2 
9,000 6,000 20, 
| 4,597 -8,394 11,606 42,575 
; 18,266 6,309 42,719. | 75061 
D 85,000. Ni | 135000 | 175000 
D 50,775 38925 | 152000 | 1,77,000 
; 12,000 5,495 18,495 21,070 
1 194.000 |-467000 | 1663000 | 21,73,000 
P i 15,720 9,280 31,780 50,560 
М 34,200 3,620 83,620 98,120 
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PRACTICAL EXERCISES - П 


0. Trial Gross Net Capital Balance 
No. Balance Profit Profit Sheet 
Rs. Rs. Rs. Rs. Rs. 
4 30,900 
6 1,61,200 20,500 1,500 43,000 63,400 
1 71,050 — | 9,533,050 
8 27,100 7,860 44,560 96,865 
9 1,71,800 63,400 2,97,400 | 437400 
10 . 54,120 13,220 96,220 1,13,770 
11 56350 | 2837125 | 2,16,371.25 | 2,61,771.25 
12 93,370 55,359 55,359 2,50,015 
13 11,50,400 5,74,100 36,35,400 
14 47,285 30,472 85,495 1,25,312 
15 34,700 10,700 35,700 57,400 
16 55,000 30,000 1,16,000 1,88,000 
17 32,000 9,450 89,450 | 1,08,450 
18 43,738 12,060 89,768 
19 37,150 12,000 92,500 1,16,900 
20 45,715 25,800 82,555 90,355 
21 1,62,977 89,670 3,14,670 | 57 
22 2,52,000 69,30 1,72,100 | 3,04,700 
23 14,650 9,010 | 13,104 (A) 27,40 
13,104 (B) 
24۰ | 58,15,400 | 11,06,40 7,53,300 2209) 38,36,900 
25 35,212 24,052 1,16,052 1,45,834 ` 
26 26,800 16,800 = = 
29 i 44,715 18,275 82,030 89,830 
30 28,400 42,100 32,190 


27 (a) Rs. 45,000 (b) Rs. 1,000. 


* Manufacturing Profit 


| 11 
| Methods of Presenting Final Accounts 


In the previous chapter, it was explained how Final Accounts are 
| Prepared. Final Accounts as you know inclüde— 

| (1) Trading Account. Р 

(2) Profit and Loss Account, and 

(3) Balance Sheet. 


Although technically Balance Sheet is not an accoun 
with Trading A/c and Profit and Loss A/c, the name of 
| because Balance Sheet is prepared in the 
debits and liabilities being credits. 
| The method of presenting Final Accounts, in 
|| horizontal form, isa traditional method. In th 
| this traditional method. 

The latest trend in presenting Final Accounts is 
in vertical form. The following example will illustra: 
methods of presenting final accounts. 


Illustration. Show the following information Telatin; 


\ Т 8 to the business of Ram 
|| Bros.; for the year ending 31st March, 1989 in the horizontal and vertical form $ 


t itis given, along 
an account. This is 
form of an account—assets being 


the form of accounts in 
€ previous chapter, we followed 


in the form of Statements 
te the difference inthe two 


Solution : 
(1) Horizontal form (i.e., in the form of an account) 

TRADING ACCOUNT OF RAM BROS, 
for the year ended 31st March,1989 


| Stock аз оп Ist April, 1988 А ome 
| Purchases 50,000 
| Sales 65,000 
Returns Inwards 1,000 
| Retums Outwards 3,000 
| Carriage Inwards 500 
| Wages 4,500 
| Stock as оп 31st March,1989 9,000 
| 
| 


Rs. 
[Po Sicek (as Gn 1.4.1988) —— 
То Purchases 50,000 

Less Retums 
Outwards 
fo Carriage 
о Wages 
о Gross Profit trans- 


ferred to Profit 


64,000 
9,000 
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(2) Vertical’ form (i.e., in the form of a statement) 
С ACCOUNT OF RAM BROS. 
at year ended 31st March, 1989 


Rs. Rs. 
Sales А 65,000 
Less Retums . 1,000 
Net Sales 64,000 
Cost of goods sold 
Stock on 1.4.1988 10,000 
Add Net Purchases 
(i.e., Purchases less Returns) 47,000 
Carriage ` $00 
Wages 4,500 
62,000 
Less Stock on (31.3.1989) 9,000 
دوو‎ 
Gross Profit E -— 


: ies 
Likewise, the Profitand Loss A/c and Balance Sheetin vertical form б 
in the form of statements) would appear as follows : 


PROFIT & LOSS ACCOUNT OF .... 


wee pat PE ME анат 


Net Profit/Net Loss 


I Sources of funds 
Capital and Reserves 
Loans—secured and unsecured 


I Application of funds 
Assets 


Expenditure not written off 


RECENT TRENDS 


smite 
айу 7 
... Vertical form. In п recent years, some businesses, particule, fof 
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Combination of Trading A/c and Profit and Loss A/c into one 
account. Another trend is that Trading A/c and Profit and Loss Alc are 
combined into one account which is headed Profit and Loss Account. This is 
a welcome trend. In the traditional method, some items of expenditure which 
should really goto Trading A/c are shown in Profit and Loss A/c. Depreciation 
on plant and machinery and repairs are instances in point. When only Profit - 
and Loss A/c is prepared, the arbitrariness of showing various items of 
expenditure relating to Trading A/c in Profit and Loss A/c part goes. 

Diagrams and Charts. Presentation ofimportantitems ofFinal Accounts 
in the form of diagrams and charts is another welcome feature. This helps in 
making a comparative study at a glance. 

Specimens of Balance Sheet and Profit and Loss A/c which reflect the 
latest trend in the presentation of Final Accounts are shown below: 


Goodluck Co. 
BALANCE SHEET as at 31st March, 1989 


Sources of Funds 
Capital 

Reserves and Surplus 
Loans: 2 
(a) Secured Loans 1,20,000 
(b) Unsecured Loans 


JL Application of Funds 


(1) Fixed Assets 10,80,000 
Less depreciation 80,000 10,00,000 
Q) Investments 50, 
(3) Current Assets and Loans 
MES iom 
a) S! 209, 
б Debtors 600000 
(c) Cash 80,000 
(d) Bank 
Balance 1,20,000 
(e) Advances 1,50,000 11,50,000 
Less Current Liabilities and 
Provisions 
(a) Liabilities 
3,80,000 
(b) Provisions 20,000 7,50,000 


(4) Miscellaneous Expenditure 
not written off 


“Sch. No.’ This stands for “Sched 
various items are given. 
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Goodluck Со. 
PROFIT AND LOSS ACCOUNT 
хх the year ended Fin March 1989 


Income from other sources 


50,00,000 
enditure 
ge Materials Cost 11 
Staff Cost 3 
Other Expenses 1 | 
Excise Duty j 14 
Depreciation ; 


Less : Increase in Work in Progress 
and Finished Goods 


Net Profit before Taxation 
Provision for Income -Tax 


Net Profit for the year 


, Tefer tb Pages 319-320), 
CLASSIFICATION OF AS, 
AND CAPITAL ABILITIES 


ding of the vari 
assets, liabiliti 


SETS 


Fora Proper understan 
Sheet, classification of 


Ous items 
understood, 


а ater ce 
@ et Рреагіпр in the Balan 


Mal should be carefully 


ASSETS 
The assets of a business May be classified into : 

1. Liquid Assets, These are the as E а i 
cash or which can be readily or quickly ped Cather in the [ил oa 
hand, cash at b; 


ank, bills receivable, investments etc © ASh, e.g., cash in 
2. Current or Floating Assets, These n i 
forsaleor Subsequentconversion into cash, Dco D | 


Diagrams and Charts 
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EMLOYEES AND THEIR EARNINGS 


| ar 
S AMEER OF EMPLOYEES 


EC EARNING 
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PROFITS AND TAXATION 


C LAS 


TAXATION 


= PROFITS AFTER TAX - 


CONTRIBUTION TO NATIONAL EXCHEQUER 
INCOME TAX, SALES TAX, CUSTOMS, EXCISE AND OCTROI DUTY 


LLAMAS LAA Я 


| 


ААТА 


D) 


аа 
ABE. 


LALIT LILLE LLL, D 


LLL LLL LLL S. 


CLASSIFICATION OF ASSETS, LIABILITIES AND CAPITAL 
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etc, These assets are known as floating assets because their value is constantly 
changing in the course of the business. 

Other names for current assets are floating assets, quick assets, active 
assets or circulating assets. à 

Liquid assets, it should be noted, are also current assets. 

3. Fixed Assets. These are the assets which are acquired for the purpose 
ofearning income and are held permanently, for example, plantand machinery, 
land and building etc. These are meant not for resale but for carrying on the 
business. These assets are sold only when they are no longer serviceable or 
when the business is closed or when they are replaced by more efficient assets. 

Itshouldbe carefully noted that the distinction between fixed and floating 
assets depends upon the nature of the business. The same asset may be a fixed 
asset for one type of business and a floating asset for another. Thus furniture 
isa floating asset for a furniture dealer and a fixed asset for any other business. 
Machinery is,a floating asset for a machinery dealer and a fixed asset for a 
manufacturer. 


Fixed assets may be further classified into : : 


(а) Tangible Assets. These аге assets which have a physical existence 
or which can be seen, touched and felt, e.g., plant and machinery, land and 
building, furniture, etc. ; 

(6) Intangible Assets. These are assets which do not have any physical 
existence but which help in the earning of income, e.g., goodwill, trade marks, 
patents. 

(c) Fictitious Assets. These are assets which are not backed by anything 
tangible and which do not help in the earning of profits, e.g., debit balance of 
Profit and Loss A/c, goodwill (where the business is not making any profit). 


Some of the fixed assets may also be Wasting Assets. These are the assets 
which are exhausted or consumed in course of time through being worked as, 
for example, mines, quarries etc. The fixed assets depreciate in value through 
wear and tear and with passage of time, whereas wasting assets get reduced in 
value through being worked. 


LIABILITIES 


The liabilities of a business may be classified into : 

1. Fixed Liabilities. These are liabilities that are payable after a long 
period of time as, for example, capital of the trader and long term loans from 
outsiders. 

2. Current Liabilities. These are liabilities that are payable immediately 
or in the near future as, for example, trade creditors, bills payable, bank 
overdraft, expenses outstanding, etc. 

3. Contingent Liabilities. These are not-actual liabilities but may 
become so on the happening of a certain event. These may or may not become 
actual liabilities. A few examples of contingent liabilities аге: 


(a) Contingent liabilities in respect of a suit for money pending ina 
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the bill discounted from the bank. 


(c) Contingent liability in respect of a guarantee given for another 
Person. This liability is likely to arise in case there is a failure to pay by the 
person for whom guarantee is given. Suppose A sells goods on credit to B on 
the security of C. The liability of C would arise only if there is a failure byB 
to pay the price of the goods to A. ForC, this guarantee isacontingentliability. 


accounts. They are, however, shown as a footnote on the liabilities side of the 
Balance Sheet so that their existence may be known. 


to the credit of Profit and Loss A/c. 


4. Outstanding Liabilities. Theseare the liabilities which have accrued 
but have not been paid, €.8., expenses outstanding. 


Liabilities may also be classified as follows : 


1. Proprietary Liabilities. These liabilities consist of the capital of the 
proprietor or partners and long term loans by partners to the firm. 


2. Outside Liabilities, These liabilities are payable to outsiders. These 
may be any of the four types of liabilities discussed above. 


CAPITAL 
Capital can be classified as follows : 


. 1. Capital of the business. This is the sum total of the assets employed 
in a business, 


T 2. Capitalofthe proprietor. This is the excess of assets over liabilities. 
1S 1S 


= the amount with which a business is started plus profit or less loss to 


3. Fixed Capital. This consists of all the fixed assets of a business. 


أا 
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4. Floating or Circulating Capital. This consists of the floating or 
circulating assets of a business. 

5. Trading Capital. This is the sum total of fixed and floating capital, 
i.e., it consists of fixed and floating assets. 

6. Loan Capital. Sometimes money borrowed by means of ordinary 
loan, mortgages, etc., is known as loan capital. It is, however, not correct to 
describe such a liability as capital. 

7. Working Capital. This is the amount that remains for the working 
or running of a business after the purchase Price of fixed assets has been paid 
for. If, for example, a trader started a business with a capital of Rs.10,000 and 
spent Rs. 8,000 on the purchase of furniture and Machinery etc., the balance 
of Rs. 2,000 would be working capital. In case of an established business, 
however, working capital is excess of current assets over current liabilities. 


TEST QUESTIONS 


1. Whatare the different methods of presenting Final Accounts ? 

2. ° What are the recent trends in the presentation of Final Accounts ? 

3. "Vertical presentation is superior to horizontal presentation.” Elucidate. 
(Delhi Board SSCE, 1983) 


4. Define Fixed, Floating, Fictitious, Liquid and Wasting Assets, and give two 
examples of each. 


5. Classify the following assets into (i) fixed, (ii) current, (iii) wasting, (iv) 
fictitious, and (v) liquid, assets. | 


Plant and machinery, investments, cash, freehold land, book debts, balance 
at bank, patent rights, stock in hand, work in Progress, goodwill, prepaid expenses, 
loose tools, motor vehicles, mines, bills receivables, factory premises. 


6. Write short notes оп: ; 
(a) Wasting Assets..(b) Contingent Liabilities, (c) Current Assets, 
(d) Working Capital, (e) Intangible Assets, (f) Fixed Capital. 

7. Whatis a contingent liability ? How can it arise ? Give two examples. 

8. How is a contingent liability treated in books of accounts ? 


PRACTICAL EXERCISES 

l. Prepare final accounts in the form of statements. from the following 
information : 
Dr. Balances Rs. Cr.Balances Rs 
Purchases 2,10,000 Sales 3,00,000 
Discount allowed 13,000 Capital 1,36,000 
Wages 65,000 Creditors 80,000 
Commission 4,000 
Carriage Outward 5,000 
Trade Expenses 6,000 
Interest 3,000 
Building 1,20,000 
Debtors 70,000 


Cash 20000 
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` 2. From the given Balance Sheet of M/s Gopi Ram & Sons as on 31st March, 
1989 find out the following : 

(a) Working Capital, 

(b) Fixed Assets, 

(c) Trading Capital, and 

(d) Gopi Ram's Capital. 

BALANCE SHEET OF M/s GOPI RAM & SONS 

as on 31st March, 1989 


Capital and Liabilities Assets 


Rs. 
Opening Balance of Capital Plant 1 2,000 
Profit of the year Stock in Trade . 4,000 
Loan Debtors 3,000 
Bills Payable Bills Receivable 2,000 
Creditors Cash in -Hand 200 


3. 
4. 


Prepare Final Accounts in vertical form in Question No. 1 on Page 292. 
Prepare Final Accounts in vertical form in Question No. 2 on page 293. 
Prepare Final Accounts in vertical form in Question No. 3 on page 293. 


ANSWERS 
1. Gross Profit Rs.25,000, Net Loss Rs. 6,000, Capital employed Rs.1,30,000. 
2. (а) Rs 5,400, 
(b) Rs. 2,000, 
(c) Rs. 11,200, 
(d) Rs. 7,400. 


UNIT 6 
COMPUTER AWARENESS 


(i) Introduction to computers—meaning and features 
(iD Role of computer in accounting 
(ii) Concept of flow chart 


(iv) Types of process in relation to accounting system such as spread 
sheet, data base and word processor. 
The students are supposed to be exposed to the software packages 
relevant to elementary accounting applications. - 


12 
Computers & Accounting 


INTRODUCTION 


‘To compute’ means to ‘calculate’, and in that sense computer means a 
calculator. Of course computers are fast calculators. But then they are not just 
calculators. Man has been using his brains to do calculations for thousands of 
years. The building of pyramids by Egyptians, accurate predictions of eclipses 
by our ancestors, navigation about the globe by early explorers and even 
invention of radio and television, could be achieved without computers. Then 
what is so special about the computers ? And the answer cannot be that they 
are calculating devices. There are many cheaper and easier-to-use calculating 
devices like abacus, pocket and desk calculators, accounting machines, etc. So 
what was the need to invent computers ? 


In World War II, the use of night bombers, submarines and long range 
guns on ships and tanks forced the defenders to shoot backat targets they could 
not see. This resulted in the invention of radars which located the enemy. And 
to fire the enemy the speed of the firing shell had to be matched with the speed 
of the moving target. For this detailed and accurate mathematical calculations 
for firing tables were required at short notices and this was not humanl 
possible. Only a fast calculating machine could do it. In 1942 the Ballistic 
Research Laboratory of the US Army Ordnance Departmentcollaborated with 
the Moore School of Electrical Engineering and started the search for such a 
machine. This pioneering work resulted in the invention of the first computer, 
named ENIAC, in 1946, ENIAC could produce the required tables by carrying 
out large number of mathematical calculations accurately: and precisely at 
electronic speed. And since then the market nas been flooded with all sorts of 
big, small, mini, micro and personal computers for varied uses. So much so 
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that it will not be wrong to call the modern age as the age of computers or 
computeronics. 


a hospital bed is available for a Particular patient, to print newspapers and 
books, to make reservation of seats on railways and air flights and of rooms 
inhotels, to find obscure dócuments in archives and to keep a track of criminals 


non-mathematical use. 


From the varied uses of. computers as discussed above, 
fact that computers act upon information or data which 
computer. This information or data is processed by the computer to give the 
desired result which is called output. Information or data Processing function 
of computers is so fundamental that some experts prefer to call this process 
as informatics, or the science of information processing, i.e., the methods of 
recording, manipulating and retrieving (which means reaching and extracting, 
ог simply recalling, stored data). This is the real essence of computing. 


we discern one key 
is the input of a 


Definition of Computer 
Simply stated, a computer is a device— 


(i) thatcanperform mathematical and logical calculations and Operations 
ata much faster speed ; 


(iD that can store information or 


(iii) that can process information, i, 


751000 after you know about the 
anatomy of a computer. 3 


The sequence of operations that a i ( | 
‹ computer is to Perform, called a 
rogram, must be Specified by the Person using the computer who desires to 


| 


| 
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get answers to questions. This sequence of operations will have to be 
expressed in a form that can be understood by the computer. Such a form is 
called computer. language. 
ANATOMY OF A COMPUTER 
The basic anatomy of a computer is as follows : 


Input 
Device 4 
(I/D) 


The Input Device, the Central Processing Unit and the Output Device 
together constitute the Computer. 


m 
1. Data Processing and Management Information Systems, 5th ed., p. 25. 


Central Processing Unit (CPU). CPU is the heart of a computer. When 
wetalk aboutthe computer, we are really referring to the CPU which performs 
the necessary manipulations on the data. 

The Central Processing Unit consists of the following three parts: 

1. Memory, 

2. Control Unit (CU), and 

3. Arithmetic-Logic Unit (ALU) 


CENTRAL PROCESSING UNIT 
—| Control — 
[Ж Unit © 


Input | 
Device 


Memory 


Output 
Device 


Memory. Memory temporarily stores incoming data as well as 
intermediate and final results of processing. In view of this function, Memory 
is also called primary storage. Memory also stores the instructions for 
Carrying out the required operations, М 


Arithmetic-Logic Unit (ALU). ALU carries out all the arithmetical 
Calculations and logical operations. It also does the required comparisons on 
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the basis of the data stored in the Memory. After the necessary operations are 
over, the results are sent from ALU to the Memory for subsequent üse. 


Control Unit (CU). The Control Unit gives the necessary commands to 


the computer for performing the necessary operations inside the computer as 
shown below : 


Arithmetic Memory 
Input —› | Memory ә | Logic EN 
Device Unit Printing 


The Control Unit is in a way the nervous System of the computer. It stores 
program in the Memory, follows instructions in the given order one by oneand 
issues commands to the other units. 

Input Device (I/D). Input Device is concerned with feeding information 
(instructions and data) into the CPU. The information to be fed into the 
computer must be in the acceptable form, i.e., it must be in the computer 
language. 


Output Device (O/D). Output Device is concerned with the results and 

answers to the problems and information fed into the CPU after the processing 
' has taken place. 

The CPU is connected to the Memory along with the Input and Output 
Devices. A computer memory contains a large number of boxes called cells. 
Each cell cantore data. A memory is usually constructed of electronic devices 
that store the data which can be recalledany time as and when required for the 


purpose for which it was originally stóred or for any other use. In this sense, 
a computer is far superior to a human being. 


SPECIAL FEATURES OF A COMPUTER 
The three most important features of. 
accuracy. It is these features which mak 


1: „Speed. The computer, as we hav 


nanosecond = 0.00000000 

omical i ctrical pulses in a compute! 
travel at incredible speeds and because the Computer is electronic, its intern 
Speed is naturally instantaneous. 


Many a scientific 
launching of space vehicles 
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literature is no less important. For example, the indexing of complete works 
of Thomas Aquinas (consisting of approximately 13 million words) with the 
help of a computer took a few scholars less than one year. Had this been done 
manually, it would have taken 50 scholars about 40 years to do it. 

2. Storage. A computer has a large capacity to storeinformation which- 
càn be recalled at any time. The 30 volumes of Encyclopaedia Britannica 
(30,000 pages) can be stored in the internal memory of the CPU in acomputer. 

-Not only that, areference can be made to any page in less thana second. Again 

the number of books in a good library more than doubles in every 15 years. A 
modest library having 50,000 books today will have 8,00,000 books in 60 
years. Keeping proper records of books will be possible only through a 
computer. 

The internal memory of the CPU is, however, not infinite, i.e., it is 
limited. It is, therefore, impossible to store insideionecomputer the records 
of say 85 crore people of India. This information can, however, be stored 
outside the memory of the CPU on magnetic tapes, disks, or floppies. By 
feeding these tapes, disks or floppies into the CPU; the required information 
or data can be reached very quickly for processing. 


The introduction: of micro chips into computer technology has so 
revolutionised the storage function of computers that the literature of all the 
libraries in the world can be stored in space equivalent to that of a shoe. The 
information ‘explosion’ or ‘revolution’ in the modem world which has been 
possible only because of computers has profoundly affected the lives of 
everyone. 

3. Accuracy. Computers are indispensable not only for Storing of 
information, but also for high degree. of accuracy and precision. They rarely 
commiterrors. Their accuracy and reliability is consistently high . Further due ` 
to increased efficiency in error-detecting techniques, computers seldom lead 
to false results. 

"Garbage in, garbage out (GIGO). In spite of high degree of reliability 
of results by a computer, we often hear funny stories about computers (e.2.,a 
computer demanding account for Rs.0.00 to be settled immediately or someone 
getting a bill for Rs.50,000 instead of Rs.500.00, number of Zeros in the two 
amounts being the same). The culprit here is not the computer but the operator 
who operates the computer. If the operator gives imprecise instructions to the 
computer or feeds inaccurate data into it, the results are bound to be inaccurate, 
Almost without exception, the errors in computer results are due to human 
rather than to technological weaknesses. That is why, it is said about 
computers : "Garbage in, garbage out." 


The other good features of a computer are : 
(1) Versatility. A computer can do a wide variety of jobs that can be 


reduced to a series of logical steps, e.g., recording of business transactions in 


books of account to preparation of trial balance and final accounts and their 
interpretation and comparison with previous years' results, preparation of 
Stock statements, wage sheets. These are only a few examples of tasks which 
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can be broken down into a logical sequence of operations. In that sense, a 
‘computer has only limited ability. Itactually performs the following four basic 
operations : 


(а) It exchanges information with the outside world via Input/Output 
vices. 


(b) Ittransfers data internally within the CPU. 

(с) It performs the basic arithmetical functions. 

(d) It performs operations of comparison. 

Now because so many daily activities are being performed by the 
computers within the above four parameters, the use of computers appears to 
be highly ingenious, versatile and universal. 

(2) Automation. A computer, as we have seen, has a memory. Once a 
program (a series of logical steps to be followed) is fed into the memory, the 
CPU follows these steps automatically, i.e., the individual instructions involved 
ina step are transferred, one by one, in the desired sequence to the Control Unit 
for execution. This automatic execution of steps goes on till the computer 
receives the last instruction which says “stop program execution”. This 
automatic execution of instructions is particularly helpful in carrying out jobs 
of repetitive nature, like preparation of invoices, wage sheets, inventory 
schedules, billing of hospital patients, etc. 


(3) Diligence. A computer is an automatic machine. It never gets tired 
like a human being. Further, it does not suffer from lack of concentration. It 
can do jobs of repetitive nature in exactly the same manner. If, for example, 
one-million calculations have to be done, it will do the one million-the 
calculation with same exactness and speed. Moreover, beinga machine, it can 
do long, complex and boring jobs in less than a nanosecond (1 nanosecond 
= 1 second) with very little or no help from a human operator. 

ADVANTAGES OF COMPUTERS 


1. Speed and accuracy. Computers perform computations with 


lightning speed. Not only that, they perform computations with extreme 


accuracy. By comparison, humans are very slow and error-prone. A computer 
may process tho 


1 usands of transactions without making a single error in the 
time that a human requires to process a single transaction. 
2. Automatic operation. Once data has been fed into the CPU, data 
Processing is automatic under the control of the i 
Like human beings they donot 
work tirelessly round the cloc 
3. Storing and updating of data. Computers can store data more 
compactly than humans as they can consolidate much of the stored data. They 
шо avoid duplication of i i 
"pl Med шшс сап be updated more conveniently and at less cost since 


4. Flexibility and economy in overall cost The mode: 
| y ; тп general purpose 
computers may be used fora variety of purposes. As such there is economy in 


) ntemally stored program. , 
become fatigued, bored or emotional. They can ‘ 
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overall cost. Although computers may initially cost much more, in the long run: 
they prove to be less expensive taking into account their speed, accuracy, ` 
volume of output and quality of work. They are operationally more efficient 
than humans. 

5. Reliability. Computers are not subject to malfunctioning from wear 
and tear in use as they are constructed from electronic components. Machines 
of a mechanical nature are more prone to such malfunctioning. k 

6. Aid to management. Together with humans, computers can meet the 
needs of managers better than humans. They can help in Preparing reports, 
budgets, etc., to be used by the managers on a more timely basis, 

‚7. Detection of invalid data. Program checks and Controls are applied 
to data before and during processing. These checks and controls help in 
detection and correction of invalid data. As a result; the ultimate output from 
a computer is highly accurate and reliable. 


ROLE OF COMPUTERS IN BUSINESS 


Originally computers were designed for scientific work only. With the 
passage of time, their use has almost become universal. Their first non- 
scientific use concerned clerical work of a repetitive nature. 

The decade of fifties witnessed a vigorous recovery from the ravages of 
World War II. This led to global economic expansion and rapid technological 
development which could be sustained by computer applications to business 
and commerce. Today commercial data processing accounts for over 80% of 
all computer usage, and there is hardly any large and medium-sized company 
whichis notdependenton computers fornumerous administrative, management 
and accounting functions. 


The computer technology is becoming cheaper day by day and it is now 
within the reach of even very small businesses. Word processors are finding 
an inroad in almost all businesses. They provide the facility to insert or delete 
words, lines or paragraphs and to print out drafts and final copies of reports at 
speed. There may be many variations or revisions in the text, but the initial 
draft is to be typed only once. Further computer systems or special purpose 
Эиѕіпеѕѕ systems may include special purpose packages for specific business 

‘plications, like payroll and personnel, office accounts, invoicing, record 
seeping, stock control, sales analysis, financial forecasting and even word 


| wrocessing. - 


Today, practically, the whole of. accounting work in a business is done by 


Һе computers. However, payroll accounting was the first commercial area to 


есоте widely computerised. The next to follow were stock control, the, 
processing of sales orders and sales accounting, sales analysis, market 
Tesearch, forecasting and subsequent production planning, and now the 
myriad of accounting and business operations, 


The benefits obtained from a computer depend upon its type and the use 
Made of it. Prospective benefits depending upon individual circumstances 
May include some of those listed below :! 
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(a) Improved customer relations due to fewer computational errors, the 
processing of sales orders, more timely invoices and statements and speedier | 
теѕропѕе to enquiries regarding the status of accounts and availability of | 

“products. ] É 

(b) Improved cash flows due to improved sales accounting systems 

particularly those relating tocreditcontrol, invoicing and statement preparation. 


(c) More effective control procedures including production control, 
sales control, cost control, budgetary control and credit control. 

(d) Improved flow of information and information retrieval. 

(e) Stock control resulting in investment in stock to be optimised and 
situations of short stocks to be minimised. 


(f) Elimination of duplication of data in various files due to integrated 
system of recording of data. 


CONCEPT OF FLOWCHART 


A flowchart is a diagrammatic representation of the step-by-step solution 
to a problem. The preparation of a flow chart involves the following steps : 


1: Definition of problem. Whenever we have to solve a problem whether | 
mentally, manually (with pencial and paper), or through a computer, the first | 
step is to define or formulate the problem precisely. If there are any | 
assumptions, they must also be clearly and specifically stated. 


| 
| 
| 


| 
1. Data Processing and Management Informationlsystems byR.G.Anderson, 
5th ed., p. 17. | 


2. Analysis of problem. The next step is to analyse the problem. Analysis | 
of the problem-may include performing some transformations in the data to 
provide alternative ways for arriving at the solution from the input data. | 

3. Overall plan of the solution. The next step is to form an overall pla": 
of the solution to the problem. 

4. Series of 
series of separa; 
an algorithm. 


3 | 
separate steps. The last step is to reduce the solution into 8) 
te steps in a logical sequence. This detailed solution is call 


When we show the sequence of above Steps in a diagrammatic form, we 

are making use of a flowchart. 4 | 

A flowchart assists us in laying out in a visual and two-dimension!l 

format a sequence of Steps necessary to solve a problem by a computer. 

The first formal flowchart is attributed to John Von Neuman in 1945: | 

We may illustrate the concept of flowchart 

Suppose we have to plant a rose plant in a flow 

sufficient for a human being to plant the rose plan 
(1) Pick up a spade. 

(3) Place the plant in the hole. 


with a simple example 
er bed. The steps that 9^, 
t may be listed as follows" 
(2) Dig a hole in the flower bed 
(4) Fillthe hole with earth. 

The above steps are, however, not enough for a computer. The compu 
has to be given detailed instructions as shown in the following flowch2 “ L 
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Different shapes (boxes) 
used in the flowchart.mean . 


the following 


= Start or Stop 
= Perform a step, 


i.e., do something,’ 


= Decision (?) 
Yes/No reply 


If the decision is yes, go ahead. If it is 
No, go back to the step from where the 


correction or rectification is possible, 
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Push spade 
into pile 


Thus it would be seen that the four manual steps which are sufficient to 
plant a rose plant have become thirteen in a computer. If the plant is to be 
watered, half a dozen more steps may have to be performed. 


Let us takc another simple example to explain the concept of flowchart | 
The problem relates to computation of tax liability. 
The facts of the problem are as follows : 
(1) Total Income from sources A, B and C. 
(2) Deduction allowed at the rate of Rs, 500 for each dependant- No. of 
dependants 4, | 
(3) Of thc adjusted income (which is 1-2), deduction of actual expenses 
or 10 per cent of adjusted income whichever is lower is allowed- 


f 
(4) The taxable income (which is 1-2-3) is taxable at the rate of 30 p° 
cent. 
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The flowchart in the above case will be as follows : 


l 
Add income from 
sources A, B & C 


Subtract dependants’ 
deduction which is 
500 x 4. Call balance 

ADJUSTED INCOME 


Add up all deductible 
expenses. Call this 
total ALLGY ED DEDUCTIONS 


Choose lower of ALLOWED 
DEDUCTIONS or 10% of 
ADJUSTED INCOME. Call 
result DEDUCTIONS 


Subtract DEDUCTIONS 
from ADJUSTED INCOME. 
Call result TAXABLE 
INCOME 


Calculate 30% of 
TAXABLE INCOME 
Result is 
TAX LIABILITY 


SPREADSHEETS 


A spreadsheetis an electronic version of an accountant’s worksheet. Like 
a worksheet it has multi columns and is of special interest to accountants, 
Many accountants have started using microcomputers just because of. electronic 
spreadsheets. They can effectively use this tool without any knowledge of 
programming. 

An electronic spreadsheet has the following four characteristics which 
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make it a valuable business planning tool : 

1. It displays data to accountants, managers and financial experts in a 
familiar manner. It arranges information in columns and rows with 
sub-totals, totals and descriptive headings. 

2. Iteliminates the boredom of manual calculations, After thenecessary 
figures are entered in columns and rows of a spreadsheet, a built-in 
program will perform the desired calculations. 


3. Itautomatically calculates values based on mathematical relationships 
(i.e., formulas) established by the user. Thus in a sales budget 
forecast, if the accountant estimates that sales will increase by 5 per 
centper month froma base amount, the spreadsheet will automatically 
calculate the expected sales amounts for each month over the budget 
period. $ 

4. Itenables spreadsheet programs (called templates ) to be framed to 
provide results for specific problems. For example, a spreadsheet 
programme may be created by an accountant to prepare consolidated 
financial statements (e.g., Profit and Loss A/c and Balance Sheet) at 
the end of an accounting period. The same program may be used at 
the end of subsequent accounting periods. 


Further, spreadsheet programs are extremely useful in planning and 
forecasting situations. This is because these programs allow users to ask "what 
if" questions and obtain recalculated answers quickly, 


various situations (ie. when growth rate of sales is 5/6/7/8/9/10 per cent per 
month). The following figures display a spreadsheet program. 


Account Budget Actual ` Variance 
Name Amount Amount (Percent; 


Sales 


айе е9 0 0 
Cost of Sales a 07 0 0 
Gross Profit 0 0 0 0 
Operating Expenses... = 0 0 
Non-operating 

Expenses - SOC i а; 0 0 
Total Expenses 0 0 0 0 


Net Profit 


Notes : Letters A, B, C mark columns. 297 
Numbers 1, 2, 3 mark rows. 

Spaces denoted by full stops (i.e.,.....) indicate amounts to be 
entered. 

Spaces denoted by 0 indicate the amounts to be computed by the 


spreadsheet software. 
DATABASE 

Data (used in plural sense) mean some given facts as a basis forreasoning 
or inference. To support the operations of a business, whether accounting, 
management or production, data are required. A database or databank may be 
defined as a collection of the necessary data for- supporting the business 
operations. The term ‘data’ in the context of a database refers to a collection 
of data elements which when related in a logical manner, provide meaningful 
information, 

A database to be ofany use at all mustbe updated all the time. Its objective 
is to provide up-to-date, unambiguous and specific information on demand. 

A database system records all the information relating to data elements 
only once. It avoids duplication of storage and updating. Further it provides 


ptr 


D 


| the means for retrieving data elements for each of the uses in the required 


cornbinations. For example, rather than maintaining two separate filesrelating | 
torecord of employees(one by personnel departmentand the. other by accounts 
department for payroll accounting) and storing data at two places, all data 
relating to employees is consolidated rather than fragmented. An input of 
current transaction data updates database for each of the requirements. If 
Separate files are maintained with common data elements, data contained in 


| some files may not agree with others, which may be due either to updating 


different files at different times or even forgetting to update a file at all. 


The important factors related to the use of database are as follows : 

l. Input of data shouldbe only once. Further the data should occupy the 
smallest space. 

2. Only useful and relevant data should be computed and stored. 
Redundant data should be eliminated. 

3. Data should be capable of speedy retrieval for specific uses. For 
example selective printouts should be provided for the specific 
information requirements of managers. 

4. Filesshouldbe easy to maintain and expand and access to files should 
be by authorised persons and that too by the use of Passwords only. 

5. New data capable of incorporating the changing circumstances 
within the business should be capable of being incorporated into the 
database. 

6. The cost of storing data should be optimised. 

7. The database should be self-monitoring. 

Itis necessary to specify data requirements for various functional needs. 

Further the logical data relationships must also be defined. For this purpose, 

а data dictionary consisting of data definitions, characteristics and inter 

Telationships is therefore very necessary. 


38m WORD PROCESSING 
A word processor, like a data processor, is concerned with processing 
words in the most efficient manner, i.e., the preparation of letters, reports and 
other textual materials like the presentbook. It enables the user to draft the text 
ona video screen with ability to make changes easily and quickly and as many 
times as desired. It may be called a jet-age typewriter. But that is only part of 
the story. A word processor has electronic intelligence supported by memory. 
The value of a word processor may be assessed from its following features : 
1. Textmay be typed without pause or the use of a return key. The right 
Margin is automatically justified as in case of printed books and the 
space between the words is automatically adjusted. 
2. Text previously typed may be edited by moving paragraphs 10 
different locations, erasing lines and inserting words. 
3. Format of textmay be changed. New sentences may be inserted in the 
text without retyping the entire text material. 


A heading may be centred by a single command. 
5. Misspelled words are automatically corrected and a word may be 


replaced by another throughout the text by the use of a single 
command. 


6. The text may be stored in magnetic discs or floppies and may be 
retrieved for subsequent use. 
The main advantages of word processing system are (a) increased volume 


of output, (b) quality of printed text, (c) increased speed of output, 
(d) reduced fatigue, and (e)lower costs. 


TEST QUESTIONS 


1. Define the term ‘computer’. What Purposes does it serve ? 
2. What is the basic anatomy of a computer ? 


3. Whatis the function of the Central Processing Unit of a computer? What are 
its three main constituents ? 


4. What are the special features of a computer ? 


5. What are the advantages of using computers in a business ? How would you 
justify their use in view of heavy investment in them ? 


6. What is a Flowchart ? 


7. Prepare Flowcharts for the following operations on a computer : 


(а) Dig a hole in the earth and bury a treasure box. 
(b) Prepare a cup of tea. 


(c) Complete the mark sheets of students of a school for the thre’ 
examinations during the course of a year. 
8. Write short notes ол: 
(a) Spreadsheets 
(b) Database 
(c) . Word processor. 


ACCOUNTING II 


UNIT 1 
Depreciation, Reserves and Provisions 


(10 Marks) 
@ Depreciation 
(a) Meaning of Depreciation ; 
(b) Need for Charging Depreciation ; 
(c) Methods of Depreciation — Straight Line Method, Written- 
down Value Method. 


ш) Reserves and Provisions 

(a) Meaning and Importance ; 

(b) Difference between Reserves and Provisions ; 

(c) Typesof Reserves : Revenue Reserves — General Reserves and 
Specific Reserves for replacement of Assets, Capital Reserves 
(Example) ; 

(d) Provision for Doubtful Debts ; Provision for Discount on 
Debtors ; Provision for Taxation ; 

(e) Accounting for Reserves and Provisions. 
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Depreciation, Reserves and Provisions 


DEPRECIATION 


Ithas already been observed that at the tine of preparation of Trading and 
Profit and Loss A/c all matters affecting the ascertainment of true profit made 
in an accounting period must be taken into account. As such, if any asset is 
lost during the accounting period or its value is reduced in earning income it 
is but fair that this loss is taken into account. This gradual reduction or loss 
in the value of an asset caused by its use for the purpose of earning profit is 
called depreciation. 

This loss in value may be due to the following causes : 

1. Wear and tear ; 


Passage or lapse of time ; 

Эз Obsolescence, i.e., the asset going out of use due to new inven- 
tions ; 

4. Exhaustion or depletion as in the case of mines ; and 

5. Accidents. 


Need for Charging Depreciation 
The need for charging depreciation arises due to the following reasons: 


1. Every fixed asset has some effective working life during which it сап 
be economically operated. After the expiry of that time, it becomes uneco- 
nomical to operate the asset. Depreciation is this gradual loss in the value of 
fixed assets which get depleted in the earning of profit. This loss in value is 
just as truly a business expense as the wages paid to workmen or rent paid to 
landlord. If depreciation is not provided, Profit and Loss A/c will not disclose 
the true profit made during the accounting period. At the same time, the 
Balance Sheet will not disclose the true financial position as fixed assets 
appearing in the Balance Sheet will be overvalued. Again if depreciation is 
ignored year after year, ultimately when the asset is worn out, the proprietor 
will have to bring in fresh capital to replace it or else he will have to shut down 
business. 

2. Net profit is the yield on the capital invested by the proprietor and 
may be wholly withdrawn by him in the form of cash. If depreciation is 
provided, this figure of net profit will be reduced. Accordingly the amount of 
cash withdrawable by the proprietor will be reduced. As such the cash 
equivalent to the charge for depreciation will be leftover in the business. This ` 
sum will accumulate over the effective working life of the asset to enable the 
proprietor to replace it by a new asset. 

To sum up, the object of depreciation is to — 


ii o write off to Profit and Loss A/cthecostofa fixed asset over its useful 
e, an 
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(2) retain funds in the business for replacing the asset when itis worn out 
and is discarded. 
Basic factors in calculating Depreciation 

In calculating the amount of depreciation chargeable to Profit and Loss 
A/c of an accounting period, the basic factors to be taken note of аге: 

1. Cost of asset, 5 : 

2. Scrap, break-up, salvage, or residual value (i.e., the value the asset 
would realise when it is discarded), 

3. Useful working life of the asset, and 

4. Chances of the asset going out of use due to new inventions. 
Methods of recording depreciation — entries 

The basic entry for recording depreciation on a fixed asset is as 
follows : 

Depreciation A/c Dr. 

To Asset A/c 

Depreciation A/c is closed by transfer to Profitand Loss A/c,andis shown 
as a deduction from the value of the asset on the Assets Side of the Balance 
Sheet. 


Sometimes, it is asked in questions that a Provision for Depreciation 
A/c should be maintained. In such a case, the following entries are passed : 


Depreciation A/c Dr. 
To Provision for Depreciation A/c 
Profit and Loss A/c Dr. 


To Depreciation A/c 


In this case, Provision for Depreciation appears on the Liabilities Side 
of the Balance Sheet and thé asset appears at cost price on the Assets Side 
of the Balance Sheet. 


` 


METHODS OF PROVIDING FOR DEPRECIATION 

There are several methods of providing for depreciation. These are as 
follows : 3 

1. Original Cost or Fixed Instalment or Straight Line or Fixed Percent- 
age on Original Cost Method. 
. Written Down Value or Reducing or Diminishing Instalment Method. 
. Annuity Method. 
. Depreciation Fund Method. 
. Insurance Policy Method. 
. Revaluation Method. 
. Machine Hour Rate Method. 

We shall now consider these methods one by one. 

1. ORIGINAL COST METHOD 

Under this method a fixed percentage on the original cost of the asset is 

written off each year so as to reduce the asset to nil or break up or Scrap value 
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at the end of its life. Break up or scrap value is the amount which the asset will 
realise when it is discarded. 


The original cost of an asset includes the cost price, freight, insurance, 
custom duties, etc., installations expenses and other expenses which are 
incurred to make the asset workable. After the asset is put to use, no other 
charge will be included in the original cost of the asset. 

The method is suitable for depreciating assets whose chances of becom- 
ing obsolete are least, e.g., buildings and leases. This method is the simplest. 
Butitis not scientific as the charge for depreciation remains constant year after 
year whereas the amount of repairs and renewals goes on increasing as the 
asset grows older. As a result of it, the Profit and Loss А/сѕ in later years аге 
overburdened with charge on account of repairs as compared to the Profit and 
Loss A/cs of the earlier years. 


As to how depreciation is shown in bóóks of account isillustrated with the 
help of the following data : 


Cost of furniture 


Rs. 5,500 
Scrap value Rs. 500 
Life i Р 10 Үеагѕ 
Method of depreciation—Straight Line 
Yearly charge of depreciation will come to 
(Rs. 5,500 — 500) + 10, i.e., Rs. 500. 
Dr. __ Fumiture A/c Cr. Dr. Depreciation A/c Cr. Dr. P&LA/c Cr 
an _ IL 
Ist Year Rs. | Istyear Rs. Ist year Rs. | Istyear Rs, Ist year Rs. 
To Cash 5,500 | By Dep. 500 ToFur. 500 By P&L 500 То Dep. 500 
t 7 Ас 1 T 
(transfer) 
By Bal. 
cld 5,000 
5,500 5,000 
2nd Year Rs. | 2nd year. Rs. 2nd year Rs| 2ndyear Rs. 2nd year Rs, 
To Bal. ByDep 500 ToFur 500 By P&L 
b/d 5,000 T Alc zy To Dept 500 
7 
By Bal. 
cld 4,500 
———À ——— 
5,000 5,000 
س‎ ass 


And so on for the remaining years. 


Illustration 1. Rama M 
Machinery for Rs. 9,000 and 
provided every year at the rai 


anufacturing Company purchased on 1st January, 1986, 
spent Rs.1,000 on its installation. Depreciation is to be 
te of 2065 p.a. on the original cost. 


Show the Machinery Account for the first three years. The accounting year ends 


on 31st December. 343 


Solution : 
Dr. MACHINERY ACCOUNT Cr. 


To Cash (Cost) By Deprecia- 


To Cash tion (20% of 
(Installation Rs.10,000) 
charges) By Balance c/d 8,000 | 00 


1987 


Jan. | 1| To Balance b/d . |31 | By Deprecia- 


tion (20% of 
Rs.10,000) 2,000| 00 
By Balance 6,000 | 00 
c/d 
8,000| 00 
—— 
1988 | 1988 
Тап. 1| To Balance b/d 00 | Dec.|31| By Deprecia- 
tion (20% of 
Rs.10,000) 2,000 | 00 
By, Balancé c/d 4,000 | 00 
6,000 | 00 
1989 E 


To Balance b/d 


In the above Illustration, if machinery is purchased on 1st July, 1986 
depreciation in the first year will be provided only for six months and it will 


come to Rs. 10,000»20- = Rs. 1,000. Depreciation for each subsequent 


full year will be Rs. 2,000, 


Ifan asset is disposed of during the lifetime, then up-to-date depreciation 
is provided and the sale proceeds of the asset are credited to the asset account, 
Any profit or loss on the sale of the asset is transferred to Profit and Loss 
Alc. 


Illustration 2. On 1st July 1985, Raj & Co. purchased machinery worth Rs. 
40,000. On 1st July 1987 it buys additional machinery worth Rs. 10,000. On 30th Tune, 
1988, half of the machinery purchased on 1st July, 1985 is sold for Rs. 9, 500. The 
company writes off 10 per cent on theoriginal cost. The accounts are closed every year 
on 31st December. 


Show the Machinery Account for four years. 
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Solution : 
Dr. MACHINERY ACCOUNT Cr. 
July | 1 | To Cash 00 Dec. |31 | By Depreciation 
(on 
Rs. 40,000 for 
six months) 2,000 | 00 
By Bal 
5 chà S 38,000 | 00 
ML 
40,000 |00 | 
سل‎ 
1986 1986 
Jan. | 1 | To Balance b/c Dec. |31 |By Depreciation 
(on 
RS. 40,000 for 
one year) 
By Balance c/d 
1987 1987 
Jan. | 1 | To Balance b/d) Dec. |31 |By Depreciation 
July |] | ToCash , (on Rs. 40,000: 
fonone year and 
ori Rs.10,000 for, 
six months) 4,500 | 00 
By Balance | 
cld 39,500 | 00 
\ 44,000 | 00 
1988 1988 | 
Jan. | 1 | To Balance b/d June |30 | By Cash 9,500 | 00 
t By depreciation 
(on 1 | 
Rs. 20,000 fo 00 
six months 1,000 
By Profit & | 
Loss A/c (Loss 
on sale) 4,500 | 00 
Dec. |31| By Depreciation 
(on Rs. 20,000 
for one year 
andon Rs.10,000] 00 
for one year) 3,000 
By Balance 
c/d 21,500 | % 
39,500 | 00 39,500 | 00 
1989 
Jan. | 1 | By Balance Р 
b/d 21,500 | 00 
== ME El — 
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Loss on sale of half the machinery purchased on 1st July 1985 is calculated as 
follows : 


Rs. 

Cost of half the machinery (1st July, 1985) “20,000 
Depreciation for 1985 (six months) —1,000 
19,000 

Depreciation for 1986 -2,000 
17.000 

Depreciation for 1987 -2,000 
15,000 

Depreciation for 1988(six months) -1,000 
14,000 

Price realised on sale -9,500 

ET 
Loss on sale 4,500 


2. WRITTEN DOWN VALUE METHOD 


Under this method a fixed rate per cent on diminishing value of the asset 
is written off each year, so as to reduce the asset to its break up value atthe end 
ofits life. Repairs and small renewals in thiscase are charged to Profit and Loss 
A/c. Thismethodis commonly used for depreciating Plant and Machinery, etc. 
The total charge against Profit and Loss A/c in respect of depreciation and 
repairs remains almost uniform year after year, because as the depreciation 
goes on decreasing, repairs go on increasing, thus keeping the total charge 
almost uniform. 


This method is Particularly useful in case of assets whose chances of 
becoming obsolete are greater as, for example, Plant and Machinery. In this 
method larger amounts of depreciation are Provided in earlier years and thus 
this method minimises the impact of obsolesence, 


Illustration 3. Widson enterprise purchases Plant and Machinery for Rs. 1,00,000 
on 151 October, 1985. It decides to write off depreciation 20% per annum эп Written 
Down Value Method. On 1st January, 1988 it purchases additional Machinery for Rs. 
40,000. 


Show Machinery Account upto the yearending 31st March, 1989. The accounting 
year ends on 31st March. 


Dr. PLANT AND MACHINERY ACCOUNT 


| | 


1986 
h To Bank [1,00,000 | 00|] Mar| 31| By Depreciation | 
(for six 10,000} 00 
months) 
By Balance cd | 90,000 00 
iene a 
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1986 


Apr | 1| To Balance b/d 


By Depreciation 
(on Rs. 90, 18,000 | 00 
for one year) 

By Balance c/d | |72,000 | 00 


90,000 | 00 
1587 
Apr. | 1| To Balance b/d Ду Depreciation 
(On Rs. 72,000) 
1988! ‘for one year 
Зап | 1| To Bank 40,000 | 00 14,400 
On 
Rs. 40,000 
for 3 months 
2,000| | 16,400 | 00 
By Balance c/d 95,600 | 00 
1,12,00| 00 
1988 
Apr. | 1| To Balance b/d Mar. |31 | By Depreciation 
(On 
Rs. 95,600 
for one year) | |19,120 | 00 
By Balance c/d | |76,480| 00 
95,600 | 00 
1989 
Apr. To Balance'b/d 


Illustration 4. On January 1, 1985 Machinery Account showed a balance of RS: 
10,000. On 1st July, 1986, anew machine costing Rs. 6,000 was purchased. On 30 


June, 1988, Machinery other than the machine bo dispose? 
SFE RE o. ту e mac! 'ught on 1st July, 1986, was 


Show the Machinery Account for four years. The accounting year ends on QU 
December, and depreciation is to be provided at 10% p.a. on written down value: 
Solution ; : 


Dr. MACHINERY ACCOUNT E 


1986 F | 
Jan. By Depreciation 0) 
(10% of 
Rs. 10,000) 
By Balance c/d 


1986 
To Balance b/d 10,000 | 00 | Dec. 
em [s 
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Dr. MACHINERY ACCOUNT (Contd.) Cr. 
1986 e 


Jan. | 1 | To Balance b/d 
July | 1 | To Cash (New 
Machinery 
purchased) 6,000 |00 


By Depreciation 
(10% or 

Rs. 9,000 + 

5% of Rs. 6,000) 
By Balance c/d 
(Rs. 8,100 + 

Rs. 5,700) 


1987 
Jan 1 | To Balance b/d 13,800) 00 
(Rs. 8,100 + 
Rs. 5,700) 


By Depreciation 
(10% a 

Rs. 8,100 

+ 10% of 

Rs. 5,700) 

By Balance c/d 
(Rs. 7,290 + 

Rs. 5,130) 


1,380 | 00 


1988 1988 
Jan. | 1 | To Balance b/d 00] June | 30| By Depreciation 
(Rs. 7,290 + : (On Rs.7.290 
Rs. 5,130) for six months) 364 |50 
By Cash 6,000 | 00 
By Profit & 
Loss A/c (Loss 
on sale) 925 | 50 
Dec. |31| By Depreciation À 
(On 
Rs. 5,130 
for one year) 513 |00 
By Balance c/d 4,617 | 0 


1989 


To Balance b/d 


Tilustration 5: Acompany whose accounting year is ће calendar year purchased 
on 1st April, 1986 machinery costing Rs. 30,000. 


It further purchased machinery on 1st October, 1986 costing Rs. 20,0000 and on 
1st July, 1987 costing Rs. 10,000. 


On 151 January, 1988 one- third of the machinery which was installed on 1st April, 
1986 became obsolete and was sold for Rs. 3,000. › 


‚ Show how the machinery account would appear in the books of the company. The 
depreciation is to be charged at 10% р.а. on Written Down Value Method. 
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Solution : 
p. 'MACHINERY ACCOUNT Cr. 


31 | By Deprecia- 


tion (On 
Rs. 30,000 
for 9 months 2,250 | 00 
On 
Rs. 20,000 
for 3 months) 500 | 00 
31 | By Balance сја] | 47,250 | 00 
| 50,000 | 00 


Dec. | 31 | By Depreci- 
July | 1| To Cash 


tion (On 
Rs. 47,250 
for 1 year) 4,725 | 00 
(On Rs. 10,000 
for 6 months) 500 | 00 
Dec.| 31 | By Balance c/d 52,025 | 00 
57,250 | 00 
1988 1988 
Jan. | 1 | To Balance b/d Jan. | 1| By Cash 
(Amount rea- 
lised on sale) 3,000 | 00 
Jan. | 1| By P&L A/c 
(Loss on sale 
of machine 
Rs. 8,325- 5,325 | 00 
3,000) 
Dec. | 31 | By Depreciati *4,370 | 00 
Dec. | 31 | By Balance c/d 39,330 | 00 
52,025 | 00 
1989 
i To Balance b/d 


Written Down value as on Januarty 1, 1988 52,025 
Less Written Down Value of ]/3rd of Plant sold, 
1.€.,Rs. 10,000 ~ (Rs. 750 + Rs. 925) 


Depreciation at 10% on Written Down Value 4,310 


Comparison of two methods : 
Original Cost method 

1. This method is very simple as it 

does not involve calculation of de- 

preciation every year. 

2. Thechargeonaccountof depre- 

ciation remains constant year after 

year. 

3. The book value of the asset can 

be reduced to zero. 


4.. The total charge on account of 
depreciation and repairs goes on 
increasing year after year. 
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Written Down Value method 

1. This method involves cal- 
culation of depreciation every year 
and is thus time-consuming. 

2. The charge on account of 
depreciation goeson decreasing year 
after year. 

3. It is never possible to re- 
duce the book value of the asset to 
Zero. 

4. Thetotalchargeonaccount 
of depreciation and repairs remains 
almost uniform over years. 


CHANGE IN METHOD OF DEPRECIATION 


A business concern may at any time decide to change the method of 
charging depreciation on an asset, i.e., from Original Cost Method to Written 
Down Value Method or vice versa from the current year onwards or from the 
date of the purchase of the asset. In the former case, depreciation will be 
charged according to the new method from the current year. In the latter case 
necessary adjustment will have to be made in the value of the asset in the year 
in which the change in the method is to be made effective. 


Let us say a machinery was purchased on 1st January, 1986 for Rs, 
1,00,000. On Ist January, 1989 it is decided to change, with effect from 1st 
January, 1986, the method of charging depreciation, the rate of depreciation 
being 20% per annum. The necessary adjustment is to be made on lstJanuary, 
1989, i.e., on the first day of the year 1989. The various steps involved and the 
entries to be passed would be as follows : 

1. Ifthe original cost on 1st January, 1986 and written down value on Ist 
January, 1989 under one method are given, calculate the written down value 
under the other method. ; 


Original Cost Written Down 
Method Value Method 
Rs Е (RS: 

Cost Price оп 1st January, 1986 1,00,000 1,00,000 
Less Depreciation for 1986 20,000 — 20,000 _ 

80,000 ^ 80,000 
Less Depreciation for 1987 20,000 16,000 . 

4 ; 60,000 64,000 
Less Depreciation for 1988 _ 20000 - —__12,800 _ 

40,000 51,200 
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igi 1 itten Down Value 
If the Original Cost Method is to be changed to Written / 
eae айе entry on 1st January, 1989 would be as follows : 


Machinery A/c Dr. Rs. 11,200 
To Profit & Loss A/c Rs. 11,200 
(Being increase in value of 
Machinery due to change of 
method of depreciation with 
effect from 1st January, 1986— 
the difference being credited 
to Profit & Loss A/c.) 


(b) If the Written Down Value Method is to be changed to Original Cost 
Method, the adjusting entry on 1st January, 1989 would be. as follows : 
Profit and Loss A/c Dr. Rs.11,200 
To Machinery A/c 0 
(Being decrease in value of 
Machinery due to change of 
method of depreciation with 
effect from 1st January, 1986— 
the difference being debited 
to Profit & Loss A/c.) 


Rs. 11,200 


2. If the original cost on Ist January, 1986 is not given but the written 


down value on Ist January, 1989 is given, calculate the original cost on 1st 
January, 1986. 


(a) If Original Cost Method had been followed and is now to be changed 
5-10 Written Down Value Method : 


Written Down value on 1st January, 1989 Rs. 40,000 
(as given) ў 
Add Depreciation for the years 1986, 1987 and 
1988 (3 x 20,900) Rs. 60,000 
Original Cost on 1st January, 1986 _Rs. 1,00,000 
Now calculate writte; 


n down vafue on 1st J: anuary, 1989 under the Written 
Down Value Method This would come to Rs. 51, 200 (Rs. 1,00,000- 
20,000-16,000-12,800). To give effect to the change of method of, depreciat- 
ion, the adjusting entry would be as follows : 
Machinery A/c Dr. Rs. 11,2 
To Profit & Loss A/c E Rs, 11,200 


(b) If Written Down Value Method had been followed and is now to be 
change? to Original Cost Method : 
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Written Down Value on 1st January, 1989 Rs. 51,200 
(as given) 
Add Depreciation for 1988 
(Being 1/4th of Rs.51,200) 12,800 
Written Down Value on Ist January, 1988 64,000 
Add Depreciation for 1987 j 
(Being 1/4th of Rs. 64,000) 16,000 
Written Down Value on 1st January, 1987 ^ 80,000 
Add Depreciation for 1986 
(Being 1/4th of Rs. 80,000) 20,000 
Original Cost on 1st January, 1986 1,00,000 


Now calculate Written Down Value on 1st January, 1989 under the 
Original Cost Method. This would come to Rs. 40,000 [Rs. 1,00,000— (3 x Rs. 
20,000)]. To give effectto the change of method of depreciation, the adjusting 
entry would be as follows : 

Profit and Loss A/c Dr.  Rs.11,200 

To Machinery A/c Rs. 11,200 

Illustration 6 . On 1st January, 1986, Ram & Co. purchased a Macnmery tor 
Rs. 50,000. It provided depreciation at 10% per annum according to Original Cost 
Method. With effect from 1st January, 1988, it decided to change the method of 
depreciation to Written Down Value Method, the rate now being 15% per annum. The 
machinery was sold for Rs. 15,000 on 31st March, 1989. 

Prepare Machinery A/c from 1986 to 1989. 

Solution : - 
рг. 


To Balance b/d 


To Balance b/d 


Dr. —€— ACCOUNT (Coatd.) Cr. 
1989 

34, о Маг. Ву Deprecia- 
tion (15% on 
Rs. 34,000 
for 3 months) 
By Bank 
By Profit & 
Loss A/c 
(transfer) 

Ea 


, Jlustration 7. In the previous ao Ram & Co. decided on 1st January, 
1988 to change the method of depreciation to Written Down Value Method with effect 
from the date of the purchase of the Machinery (i.e., 1st J: anuary, 1986), and to makc 
the necessary adjustments resulting from the change of method in the year 1988. 


Prepare Machinery A/c for the years 1986 to 1989. 
Solution : 


Dr. MACHINERY ACCOUNT Cr. 


By Deprecia- 
tion (10% of 
Rs. 50,000) 

By Balance c/d 


1987 
Jan. |] | To Balance b/d 45,000 


By Deprecia- 


tion (10% of 
Rs, 50,000) 5,000 | 00 
31 | By Balance c/d 40,000 | 00 


45,000 | 00 


1988 


Jan |1 | To Balance b/d 1988 


Jan. | 1 | By Difference 
in Depre- 
ciation 

for 1986 
and 1987 
(Depreci- 
ation 
according 
to changed 
method for— 
1986 7,500 
1987 6,375 


13,875 
Less 10,000) 3,875 


(Contd.) 


Dr. MACHINERY ACCOUNT (Contd.) Cr. 


1| To Balance b/d By Depre- 
ciation 
(15% of 
Rs.30,706.25 
for 3 months) 1,151 | 50 
31 | By Bank 15,000 | 00 
31 | By Profit & 
Loss A/c 
(Transfer) 14,554 | 75 
30,706 | 25 


3. ANNUITY METHOD 
Under this method, the amount spent on the asset is regarded as an 

investmentin the business earning interest at acertain rate. As such, duringthe 

life-time of the asset, it is not only the asset that is lost in earning the income 

but also the interest on this sum (which would otherwise have been earned). 

As such, every year interest on the diminishing value of the asset is debited to 

the asset account and a fixed amount of depreciation as ascertained from 

An .uity Tables is credited to the asset account. The amount of depreciation to 

be zharged will depend upon : 

(1) the rate of interest, and 

(2) the period over which the asset is to be written off. 

An extract from the Annuity Table is given below : 


Year 3% 4.5% 5% 

3. 0.353530 | 0.356934 | 0.360349 | 0.363773| 0.367209 
4. 0.269027 | 0.272251 | 0.275490 | 0.278744 282012 
5. 0.218355 | 0.221481 | 0.224627 | 0.227792 | 0.230975 
6. 0.184598 | 0.187668 | 0.190762 | 0.193878 | 0.197017 
Th 0.160506 | 0.163544 | 0.166610 | 0.169701 | 0.172820 
8. 0.142456 | 0.145477 | 0.148528 | 0.151610 | 0.154722 
9. 0.128434 | 0.131446 | 0.134493 | 0.137574 | 0.140690 

10. 0.117231 | 0.120241 | 0.123291 | 0.126379 | 0.129505 
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The above table is made use of in the following manner. Suppose an asset 
worth Rs. 10,000 is to be writteri of£ aver 4 years by annuity method, the rate 
of interest being 5% p.a ‘Now refer to the underlined figure in the Annuity 

- Table. It is 0.282012. This is the yearly amount of depreciation which would 
wirte off Re.1 over4 years, the rate of interest being 5% p.a. Now the question 
is: What shall be the yearly amount of depreciation if the value of the asset is 
Rs. 10,000 ? It would come to Rs. 10,000 x 0.282012, i.e. Rs. 2,820.12. 

Thus if every year Rs. 2,820.12 is written off as depreciation for 4 years 
and interest on the diminishing balance is debited to the asset account for 4 


years, the asset would be completely written off at the end of 4 years. The 
detailed working of this is shown below : 


Rs. 
Cost 10,000.00 - 
Ist year: Add Interest @ 5% p.a. + 500.00 
10,500.00 
Less Depreciation - 2820.12 
j А 7,619.88. 
2nd year : Add Interest @ 5% p.a. + 383.99 
8,063.87 
Less Depreciation — 2,820.12 
5,243.75 
3rd year : Add Interest @ 5% p.a. ' + 262.19 
A Р 5,505.94 
Less Depreciation — 2,820.12 
f 2,685.82 
4th year : — Add Interest @ 5% p.a. . + 134.30 
2,820.12 
Less Depreciation = 2,820.12 
Ron Sees 
- NIL 
The Journal Entries in the above method are as follows : 
(a) For interest on the diminishing value of the asset : 
Asset A/c Е Dr. 
To Interest Ајс 3 
Interest A/c is closed by transfer to the credit of Profit and Loss А/С. 
(b) For Depreciation 
Depreciation A/c ` Dr 
To Asset A/c d 


Alc. Depreciation A/c is closed by transfer to the debit of Profit and Loss 


. |31 


31 


. |31 


To Interest 


To Balance b/d 


To Interest 


To Balance b/d 
To Interest 


То Balance b/d 
To Interest 


To Depreciation 


To Depreciation 


To Depreciation 


To Depreciation 


LEASE ACCOUNT 


By Depreci- 
ation 
By Balance c/d 


By Balance c/d 


By Depreciation 
By Balance c/d 


By Depreciation 


By Interest 


By Interest - 


By Interest 


By Interest 
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The above method of providing for depreciation is usually followed in 
case of leases etc. 
Illustration 8. On 1st January, 1985 Ram & Co. purchased a lease for 4 years at 


a cost of Rs. 10,000. It was decided to depreciate the lease by the annuity method 
charging interest at the rate of 5 per cent p.a. 


- Show the Lease A/c for four years. Also show how the relevant entries would 
appear in the Profit and Loss A/c. 


Solution : 
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Profit and Loss A/c has not been balanced in the question because there 
will always be many other items in it on both sides. 


4. DEPRECIATION OR SINKING FUND METHOD. 


In the first three methods, the amount of depreciation is charged to Profit 
and Loss A/c every year and no provision is made for the replacement of the 
asset. In such a case, at the time of replacement sufficient cash may not be 
available. This may be due to various reasons. The proprietor may withdraw 
amounts larger than the net profits permit. Again the amount set apart for 
depreciation may get invested in other assets thus making difficult the 
availability of cash for replacing the worn out asset. 

In order to obviate these difficulties, the Depreciation Fund Method (also 
known as Sinking Fund Method) is followed. According to this method, the 
amount written off every year as depreciation is invested outside the business 
at a certain rate of interest. This may be done either by purchasing readily 
saleable securities or by depositing the amount in a Bank in a Fixed Deposit 
Account. The amount thus set apart and invested outside the business keeps 
on accumulating with every additional investment along with the amount of 
interest. At the expiry of the life of the asset, the securities are disposed of or 
the investments are realised and a new asset is purchased with the amount so 
obtained, t 

Now the question is : how much amount should be invested every year so 
that a given sum is made available at the time when the asset is to be 
replaced ? This will depend оп: 

(1) the period over which the asset is to be written off, and 

(2) the rate of interest. 


` Assuming that the investments earn a fixed rate of interest, the amount to 


be invested (alongwith interest) every year can be ascertained from the 
following Sinking Fund Table : 


Year 3% 3.5% 4% 4.5% 5% 
3 0.323523 | 0.321934 | 0.320349 | 0.318273 | 0.317209 
4. 0.239027 | 0.237251 | 0.235490 | 0233714 | 02 
5. 0.188355 | 0.186181 | 0.184627 | 0.182792 | 0.180975 
6. 0.154598 | 0.152668 | 0.150762 | 0.148878 | 0.147017. 
7. 0.130506 | 0.128544 | 0.126610 | 0.124701 | 0.122820 
8. 0.112456 | 0.110447 | 0.108528 | 0.610610 | 0.104722 
9. | 0.098434 | 0.096446 | 0.094493 | 0.092575 | 0.090690 
10. 0.087231 | 0.085241 | 0.083291 | 0.081379 | 0.079505 


The above Table shows that if Re.1 is to be obtained aftera certain period 
(say 4 years), the amount to be invested every year (alongwith interest) at 2 
танаш rate (say 5%) will be Re. 0.232012 (the underlined figure in the above 
Table). In other words, it means that if Re. 0.232012 is invested at the end © 
every year at 5% compound interest, the total investment will come to Кё. 


atthe end of 4 years, If the amount wanted at the end of 4 years is Rs. 1,00,0” 
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the yearly amount to be set apart and invested at 5% compound interest will 
be Rs. 1,00,000 x 0.232012, i.c., Rs. 23,201.20. 


Journal Entries 
At the end of the First Year: 
(a) Depreciation A/c Dr. 
To Depreciation Fund A/c 
(Being annual depreciation as per Sinking 
Fund Table) 
(b) Depreciation Fund Investments A/c Dr. 
To Bank 
(Being the purchase of investments against the 
Depreciation Fund) 


Depreciation A/c is closed by transfer to Profit and Loss A/c. 
At the end of the Second Year: 
(a) Bank Dr. 
To Interest on Depreciation Fund 
Investments A/c 
(Being the amount of interest received on 
Depreciation Fund Investments) 


(b) Interest on Depreciation Fund Investments A/c Dr. 
To Depreciation Fund A/c 
(Being transfer of interest to Depreciation Fund) 
(c) Depreciation A/c Dr. 
To Depreciation Fund A/c 
(Being the amount of annual depreciation) 
(d) Depreciation Fund Investments A/c Dr. 
To Bank 
(Being the pruchase of investments against the annual 
amount of depreciation and interest received) 


The above entries are repeated in subsequent years till the time for 
replacement of the asset comes. 


In the Balance Sheet, Depreciation Fund during the life of the asset will 
appear on the liabilities side and the Depreciation Fund Investments will 
appear at the same figure on the assets side. The fixed asset for which the 
Depreciation Fund is created will appear at original cost on the assets side of 
the Balance Sheet. 


At the end of the Last Year : 


The entries for receipt of interest on Depreciation Fund Investments 
[entry (а)] and its transfer to Depreciation Fund [entry (b)] and for the 
provision of annual instalment as depreciation [entry (c)] will be the same as 
at the end of second year. But now the amount of annual depreciation and 
interest received on investments need not be invested as the amount is 
immediately needed for the replacement of the asset [i.e., entry (d) will not be 
passed]. 
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At the time of Replacement of the Asset : | 


The investments already made are disposed of or realised. Out of the sale 
proceeds and the amount set apart for depreciation and interest received in the | 
last year, the old asset is replaced. The entries in such a case are as follows: 

(1) Bank A/c Dr. 

To Depreciation Fund Investment A/c 
(Being the amount realised on sale of 
Depreciation Fund investments) 
шш = = ет a ee ae 
Any profit or loss on the sale of investments is transferred to Depreciation 
Fund A/c by means of the following entries : 
(i) If there is a profit: 
Depreciation Fund Investments A/c Dr. 
To Depreciation Fund A/c 
(Being the transfer entry for the profit on the 
sale of investments) 


(ii) If there is a loss: 
Depreciation Fund A/c Dr. 
To Depreciation Fund Investments A/c 
(Being the transfer entry for the loss on the sale 
of investments) 


(2) New Asset A/c Dr. 
To Bank 
(Being the purchase of new asset) 
(3) Depreciation Fund A/c Dr. 
To Asset A/c 
(Being the amount of asset written off | 
by transfer to Depreciation Fund Alc) 


Any balance remaining in Depreciation Fund А/с is transferred to Profit 
and Loss A/c. 


Illustration 9. On 1st January, 1986, Alfa Co. Ltd., purchased a three years’ leas? 
of premises for Rs. 10,000. It is decided to provide for replacement of the lease PY 
means of a Depreciation Fund, The investments of the Fund are made in Соуегател | 
Stock, the rate of interest being 5% per annum. According to the Sinking Fund Tabl 
Re. 0.317209 invested annually for 3 years at 5% compound interest will yield Re: ^ 
at the end of 3 years, 


, Pass the necessary Journal Entries and show the Ledger Accounts, assuming а 
the investments are sold оп 31st December, 1988 and realise Rs. 6,400 and the 285 
1s renewed for a further period of 3 years at Rs. 10,000. | 
Solution : | 


JOURNAL 


1986 
Jan. Lease A/c 
To Bank 


(Being the amount paid for lease) 


JOURNAL (Contd.) 


Depreciation A/c 
To Depreciation Fund A/c 
(Being the annual depreciation as 
per Sinking Fund Table) 


Depreciation Fund Investments A/c 
To Bank , 

(Being the purchase of Investments 

against the Depreciation Fund) 


3,172 | 09 
3,172] 09 


1987 


Bank А ^ Dr, 
To Interest on Depreciation 
Fund Investments A/c 158] 60 
(Being the interest received on ` 
investments, i.e., on Rs. 3,172.09 


@ 5%) 
31 | Interest on Depreciation Fund 


Investments A/c Dr. 158| 60 


2 


To Depreciation Fund A/c 158| 60 


(Being the transfer entry) 
31| Depreciation A/c Dr. 3,172 | 09 


To Depreciation Fund A/c 3,172] 09 
(Being the annual depreciation as 
per Sinking Fund Table) 


-158 | 60 


31 | Depreciation Fund Investments A/c Dr. 3,330 | 69 
To Bank 3,330| 69 

(Being the purchase of investments 

for Rs. 3,172.09 + Rs. 158.60 interest) 


1988 b. 
Dec. |31| Bank Dr. 325| 13 
To Interest on Depreciation 
Fund Investments A/c 325| 13 
(Being the receipt of interest on 
Rs. 3,172.09 + Rs. 3,330.69, i.e., 
Rs. 6,502.78 @ 5%) 


31 | Interest on Depreciation Fund 7 
Investments A/c Dr. 325 | 13 
To Depreciation Fund A/c 325| 13 
(Being the transfer entry) 
| 
31 | Depreciation A/c Dr. 3,172 | 09 
To Depreciation Fund A/c 3,172] 09 
(Being the annual amount of 
depreciation as per Sinking Fund Table) 


E 
Dr] . 


31 | Bank 
To Depreciation Fund 
Investments A/c 6,400| 00 


` | (Being the amount realised on 
sale of Depreciation Fund Investments) j 


(Contd.) 


6,400 | 00 


JOURNAL (Contd.) 


31 


31 


31 


31 


Depreciation Fund A/c Dr. 
To Depreciation Fund 
Investments A/c 
(Being the entry for transfer of loss 
on sale of Depreciation Fund 
Investments to Depreciation 
Fund A/c) 


Depreciation Fund A/c Dr. 


To Lease (old) A/c 
(Being the entry for writing off 
Lease A/c against Depreciation Fund) 


Profit and Loss A/c Dr. 
To Depreciation Fund A/c 

(Being the entry for transfer of 

balance on Depreciation Fund 

A/c to Profit and Loss A/c) 


Lease (New) A/c Dr. 
To Bank 
(Being the amount paid on 


renewal of lease) 


102 | 78 


10,000 | 00 


102 | 78 


102 | 78 


10,000 | 00 


102 | 78 


|31 


ТЕРСЕК 
LEASE ACCOUNT 


To Bank 
To Balance b/d 


To Balance b/d 


To Balance c/d 


To Balance c/d 


By Balance c/d 
By Balance c/d 


By Depreci- 
ation Fund 
Ајс (transfer) 


By Deprecia- 
tion A/c 


By Balance b/d 

By Interest on 
Dep. Fund 
Investments 
Alc 

By Deprecia- 

tion A/c 


Dr. 


Dr. 


1987 
Jan. 
Dec. 


1988 
Jan. 


1988 


Dr. 


1987 
Dec. 


1988 
Dec. 


EA 


|31 


. |31 


31 


31 


То Dep. Fund 


Investment 
Alc (Loss on 
sale) 102 | 78 
To Lease A/c 31 
(transfer) 10,000 | 00 
31 


To Bank 


To Balance b/d ‘Dee. |31 
To Bank 
1988 
Dec. |31 


To Balance b/d 


INTEREST ON DEPRECIATION FUND INV! 


To Depreciation) 
, Fund A/c 
(transfer) 


To Depreciation] Dec. |31 
Fund A/c 


(transfer) 


To Depreciation 


Fund A/c 
1987 
To Depreciation Dec. |31 
Fund A/c 


To Depreciation 
Fund A/c 3,172 | 09 


By Balance b/d 

By Interest on 
Dep. Fund 
Investments 
Alc 

By Depreciation 
Alc 

By Profit and 

Loss A/c 

(balance 

transferred) 


By Balance c/d 


By Balance с/4 


By Bank 
By Depreciation 

Fund A/c (Los: 
transferred) 


a 


By Bank 


By Profit and 
Loss A/c 


By Profit and 
Loss A/c 


By Profit & 
Loss A/c 
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5. INSURANCE POLICY METHOD 


In the Depreciation Fund Method of providing for depreciation already 
discussed, investments are purchased every year so that they accumulate tothe 
required sum after a certain period. In Insurance Policy Method an insurance 
policy for the required sum is taken out and the periodical premium is-paid to 
the insurance company. The Insurance company would pay the agreed sum 
after the expiry ofthe agreed term. With the help of the money so obtained, the 
new asset can be purchased. 

The Journal Entries in this case are as follows : 

At the time when the premium is paid : 
Depreciation Insurance Policy A/c Dr. 
To Bank 
(Being the amount of premium paid to Insurance 
Company against Depreciation Insurance Policy) 


At the end of the year : 
Depreciation A/c Dr. (The amóánt of 
To Depreciation Fund A/c this entry is the 
(Being the amount of depreciation provided same as that of 
by creating Depreciation Fund) the above entry) 


Depreciation A/c is closed by transfer to the debit of Profit and Loss 
A/c. 


The above two entries are repeated every year till the maturity of policy. 


At the time of the maturity of the policy : 
Bank Dr. 
To Depreciation Insurance Policy A/c 
(Being the amount received from Insurance 
Company against Depreciation Insurance 
Policy) 


Any balance on Depreciation Insurance Policy A/c, whichis profitorloss, 
is transferred to Depreciation Fund A/c. a 
The Old Asset (which appears in the Balance Sheet throughout atoriginal | 

cost) is written off by transfer to Depreciation Fund A/c. The Journal Entry i$ 
as follows : 

Depreciation Fund A/c 4 Dr. 

To Asset A/c 
(Being the amount of asset written off by 
transfer to Depreciation Fund Alc) 


Illustration 10. On 1st July, 


i July, 1986 Radhey Shyam purchased a three years’ least 
ofpremises for Rs. 15,000. It is decided to make provision forits replacement by me 
of an insurance policy, the annual premium being Rs. 4,800. 


On 30th June, 1989, the amount is received from the insurance company and m 
lease is renewed for the 


further period of three years. Show the necessary. Lede 
Accounts. The accounting year ends on 30th June. 


Solution 
Dr. 


30 


June | 30 


1989 
Tune | 30 


. To Bank 
To Balance b/d 


To Balance b/d 


To Balance c/d 


To Balance c/d 


To Lease A/c 
(transfer) 


To Bank 


To Balance b/d 
To Bank 


To Balance b/d 
To Bank 


To Depreciation 
Fund A/c 
(transfer) 


LEASE ACCOUNT. 


15,000 


DEPRECIATION INSURANCE POLICY ACCOUNT 


30| By Balance c/d 
30| By Balance c/d 


30| By Depreci- 
ation A/c 
(transfer) 


30| By Deprecia- 
tion A/c 


1| By Balance b/d 


30| By Deprecia- 
tion A/c 


1| By Balance b/d 


30| By Deprecia- 
tion A/c 

30| By Deprecia- 
tion Insurancd 
Policy A/c 


By Balance c/d 


30| By Balance c/d 


30| By Bank 


it is not called a Reserve Fund but merely ат 
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1989 Rs. 
June | 30 | To Bank 15,000 


6. REVALUATION METHOD 
Under this method, the assets (usually of small values, like tools etc.,) are 
revalued at the end of each year. This value is compared with the value at the 


beginning of the year and any resulting depreciation is charged to Profit and 
Loss A/c. 


7. MACHINE HOUR RATE METHOD ! 
Under this method, the working life of the asset is estimated in terms of 
hours and the hourly rate of depreciation is calculated by dividing the cost less 
scrap value by the total working hours, Then every year an accurate record for 
the actual number of hours for which the machine works is kept. The 
depreciation for any year is arrived at by multiplying the hourly rate with the 
number of hours for which the machine was worked during the year. 


RESERVES AND PROVISIONS 


RESERVES 


In common language 'reserve' means something stored for future use ог 
something set aside for a particular purpose, use or reason. In accounting . 
language, reserves mean amounts set aside out of profits and other surpluses 
to strengthen the general financial position of the business. They arenotmeant 
to cover any liability, contingency, commitment or diminution in the value of 
assets (e.g., depreciation) known to exist at the date of the Balance Sheet.’ 
Thus reserves represent undistributed profits and as such belong to the 
proprietors, 

Reserves may be created for any of the following purposes : 

(a) Expansion of business through internal resources (ie, ploughing 

back of profits). 

(6) Strengthening of financial position of business. 

(c) Redemption of liabilities. 

(d) Uniform declaration of dividend over years in case of companies. 

(е) Meeting unforeseen contingencies. 


RESERVE FUND 


If the amount of reserve is invested outside the business (whether in the 
form of securities or fixed or recurring deposits with banks or in any othe! 
manner) the reserve is called Reserve Fund. If it is used in the business itself 


eserve. 
PROVISIONS 
Provisions are amounts set aside out of luses 10 
provide for : ut of profits and other surp 
т ТООБА 


1. Accountancy by William Pickles, Sth ed., p. 0717. 


> 
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(a) depreciation, renewals or diminution in value of assets such as debtors 
and investments, or 

(b) any known liability of which the amount cannot be ascertained with 
substantial accuracy. 


It should be clearly understood that sums set aside to meet known 
liabilities of which the amount can be ascertained or determined with substan- 
tial accuracy do not fall within the definition of the provision. For example, if 
rent for the month of March, 1989 is outstanding on 31st March, 1989, itisa 
definite liability payable in 1989-90. On 31st March, 1989, the adjusting entry 
for it will be passed by debiting Rent A/c and crediting Rent Outstanding A/ 
c. If on the other hand the amount of liability or expected loss is not certain as, 
for example, compensation payable to a worker in case of an accident, or bad 
debts in 1989-90 on account of sundry debtors on 31st March, 1989, an ° 
estimated amount (called provision) will have to be set aside by debiting Profit 
and Loss A/c and crediting the Provision A/c (for example Provision for 
Accident Compensation A/c or Provision for Bad Debts A/c). In the year 
1989-90 when the exact amount of liability or loss is known, it will be debited 
to the concerned Provision A/c and any balance in Provision A/c will be 
transferred to Profit and Loss A/c. ` 

It should, however, be noted that if any excess provision is made 
knowingly or intentionally, the amount in excess of the estimated requirement 
will be treated as ‘reserve’. 


Examples of provisions : 

(a) Provision for bad and doubtful debts. 

(b) Provision for discount on debtors. 

(c) Provision for fluctuations in investments. 

(d) Provision for taxation. 

(e) Provision for workmen’s compensation. 

(f) Provision for repairs and renewals. - 

(e) Provision for claims for delay in delivery of goods. 

Provisions are either shown as deductions from assets in the Balance 
Sheet (as in the case of depreciation and bad and doubtiul debts) or on the 
liability side of the Balance Sheet (as in the case of provision for taxation and 
provision for workmen’s compensation). 

When a provision is no longer required, it is treated as a profit. Likewise 
when any excess provision is made, the excess provision is treated as profit 
after the actual liability is determined. : 


Difference between Reserves and Provisions 


Reserves qu Provisions 
1. They represent undistributed 1. They represent any known 
profits and are created to liability of which the amount 
strengthen the general financial cannot be ascertained with 
condition of the business. substantial accuracy. 


LOO Ж, А. р 
1. Accountancy by William Pickles, Sth ed., p. 0717 
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2. They are an appropriation of They are a charge against 
profit. profit. De 

3. They are not created for any They are created for a specific 

ecific se. purpose. 

4. They Sear be wien back any They cannot be written back 
time as and when the except when the purpose for 
Proprietors so desire. which they were created is no 

longer there. 

5. . The creation of reserves is 5, The creation of provisions is 
optional. 


Not optional. The matching 
concept requires that all 
expenses and losses (whether 
actual or probable) must be 
taken into account to ascertain 
the correct profit for an 
accounting period. 


TYPES OF RESERVES 
Reserves may be of the following types : 


1. Revenue Reserves. These are reserves which are created out of 
revenue profits of a business. These reserves may be— 


(a) General Reserve. This reserve is created by setting aside a part of the 
profits in order to strengthen the general financial position of the business and 
tomeetany future contingency (which is not actual, probable orreally possible 
at the date of the Balance Sheet) or expenditure. It may be transferred to 
Capital A/cs of the proprietors as and when they desire. In case of a company; 
it may be used for payment of dividends. Such reserve which is thus freely 
available for distribution is also known as free reserve. 


(b) Specific reserve. This reserve is created by setting aside a part of the 
Profits for a specific purpose, e.g., Dividend Equalisation Reserve (i.e. 4 
reserve created for maintaining uniformity of dividend over years) an 
Debenture Redemption Reserve (.e.,areserve created for meeting liability 0” 
redemption of debentures) in case of limited companies. 


2. Capital Reserves, These re, 
against revenue or ordinary tradin 
fixed asset (i.e., excess of sale p 
depreciation) is a capital profit, L 


Serves are created out of capital profits 4 
g profits. For example, profit on sale of à 
rice over the cost of the fixed asset ies 
reciation) ikewise profit on revaluation of fixed а55@ 
or liabilities is a capital profit. In case of a limited company, the following 4 
capital profits : 


(а) Profits prior to incorporation. 

(b) Premium on issue of shares or debentures. 
(c) Profit on forfeiture of shares. 

(d) Profit on redemption of debentures, 


(e) шщ: utilised out of profits to redeem redeemable preference 
shares, 
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Capital profits are generally not available for distribution among the 
shareholders of a company. Some capital profits can however be distributed 
subject to fulfilment of certain conditions. Yet it would be a prudent business 
policy not to distribute such profits. They should be retained in the business 
to strengthen its financial position. 

3. Secret Reserves. These are reserves which exist but which are not 
shown in the Balance Sheet of the business. The financial position (or net 
assets position) of such a business is better than whatappears from the Balance 
Sheet. 

Secret reserves are created by : 

(a) excessive depreciation of an asset (particularly goodwill) or exces- 

sive valuation of a liability. 

(b) excessive provisions or showing a contingent liability as an actual 
liability. 

(c) charging capital expenditure to Profit and Loss A/c or crediting 
revenue receipts to an asset (е.2., dividends received and earned 
credited to Investment A/c, or rent received crédited to Building 
A/c). 

(d) not ша permanent appreciation in а fixed asset, or permanent 
deminution or extinction of liability. 

(e) showing an asset as a contingent asset. 

(f) undervaluing closing stock or knowingly withholding sales till the 
next period. 

(g) grouping of free reserves with creditors. 


In case of sole proprietors and partnership firms, there are no specific 
restrictions on creation of secretreserves, but incase of limited companies, the 
Companies Act, 1956 contains provisions which aim at preventing the 
creation of secret reserves. 

4. Reserve for replacement of assets. Such a reserve is known as 
Sinking Fund and was considered in detail in the earlier part of this chapter. 

TYPES OF PROVISIONS 


Provision for Doubtful Debts and Provision for Discount on Debtors. 
These were considered in detail in the Chapter on Final Accounts. 

Provision for Taxation. The exact amount of income-tax for any year’s 
profits is known only when the assessment for that year is complete. This, 
however, takes some time. Therefore the amount of tax for any year is 
estimated and a provision is made therefore by crediting Provision for 
Taxation A/c which is shown oh the liabilities side of the Balance Sheet. 


Accounting for Reserves and Provisions — 


There is no accounting treatment for secret reserves, otherwise the very 
purpose of the reserve would be defeated. 


The accounting treatment of other reserves and provisions is as 
follows : 


1. If the reserve or provision is a disposition or a iati 

the r 0 ippropriation of profit, 
thefollowing journal entry is passed at the close of the accounting period when 
the reserve or provision is created or made : 
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Profit and Loss Appropriation A/c Dr. 


"To General Reserve/Provision for 
Taxation/Provision for Dividend A/c 


The aim of Profit and Loss Appropriation A/c is to show as to how the net 
profit made by a business has been disposed of. This disposal of net profit is 
known as appropriation of net profit. Thus whereas all expenses incurred in the 
earning of the net profit are charged to Profit and Loss A/c, all dispositions and 
appropriations of the net profit (like interest on capital of partners, dividends 
to shareholders of a company, provision for taxation) are debited to Profit and 
Loss Appropriation A/c. Similarly all incomes properly attributable to the 
ordinary business activities are credited to Profit and Loss A/c and notto Profit 
and Loss Appropriation A/c. 

2. If the reserve or provision is a charge against profit, the following 
journal entry is passed at the close of the accounting period when th. reserve 
or provision is created or made : 

Profit and Loss. A/c Dr. 
To Specific Reserve/Provision A/c 


Reserves and Provisions appear on the liabilities side of the Balance 
Sheet. 


General Reserves (representing undistributed profit and not meant for 
any specific purpose) will continue to appear on the liabilities side of the: 
Balance Sheet till they are utilised as, forexample, paymentof dividendincase 

- ofa limited company. In such a case, the General Reserve А/с will be debited 
and Dividend A/c will be credited, When Dividend is paid, Dividend A/c will 
be debited and Bank will be credited. 


For treatment of Provisions (say Provision for Bad and Doubtful Debts 
and Provision for Discount on Debtors), refer to Chapter on Final Accounts. 


TEST QUESTIONS 


1. What is depreciation ? What is the need for providing depreciation ? 


Describe two methods of: providing depreciation. Also explain the effects of depreciation 
оп (a) Profit and Loss Account, and 


(b) Balance Sheet. 


2. Explain the need ani 
considered for determining th 


(АП India SSCE, 1985) 

d significance of depreciation ? What factors should be 

e amount of depreciation? (АШ India SSCE, 1981) 
3. Explain in brief the need for providing depreciation. 

4. Whatare the basic factors on which the calcul ation of depreciation depends? 

. 5. What is the need and significance of depreciation ? _ Differentiate, with 

Suitable example, between straight line and diminishing balance methods of charging 


depreciation (All India SSCE, 1983) 
Aree ioe distinction between ‘Straight Line Method’ and ‘Diminishing 


of depreciation. Give examples. 


(All India SSCE, 1980) 
7. Explain the written down value method of provid: 


ing depreciation. 
(Delhi Board SSCE, 198!) 
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8. What are the various methods of providing depreciation ? Explain any two 

of them. (All India SSCE, 1979) 
9. (a) Depreciation is provided on current assets. Is this correct ? 

(b) WhriteashortnoteonStraight Line Method of providing for depreciation. 

10. How is Sinking Fund Method able to provide, necessary funds for the 


Teplacement of an asset. Illustrate your answer. (Delhi Board SSCE, 1980) 
11. Explain ‘Depreciation Fund Method’ or ‘Annunity Method’ of depreciation 
by means of an imaginary example. (All India SSCE, 1980) 


12. In each of the following cases consider the alternative which you consider 
to be correct : 
li) А diminishing balance method of providing for depreciation is one 
according to which 
(a) the rate per cent at which depreciation is written off goes on 


declining from year to year. . 
(b) the amount on which depreciation is provided is reduced from 


year.to year. 
(c) theratepercentand also the amountarereduced from year to year, 


(d) the amount of depreciation remains constant. 
(ii) Depreciation arises from 
(a) physical wear and tear. 
(b) fall in the value of money. 
(с). fall in the market value of an asset. 
(d) obsolescence. ^ 
(iii) In Depreciation Fund Method of providing for depreciation 
(a) a fixed amount of depreciation is charged to Profit and Loss 
Account every year. _ Г, Ж 
(b) the amount of depreciation goes on diminishing every year. 
(c) depreciation is provided every year on the written down value of 
the asset. р ў 
13. Whatis ‘general reserve’? Is there any difference between ‘general reserve’ 
and ‘reserve fund’? 
14. Write a note on ‘general reserves’ and ‘specific reserves’. 
1S. Differentiate between : 
(a) Revenue Reserves and Capital Reserves. 
(b) Reserves and Provisions. 
16. Whatare Secret Reserves ? How are they created ? 


PRACTICAL EXERCISES -I 


1. On April 1, 1985 a business purchased a second-h. i 
Rs. 20,000. Show how the account would appear in the bera e mie is 
following four years assuming that depreciation is written off— — 
(a) by the fixed instalment method, and 
(b) by the diminishing instalment method, 
f the rate of depreciation being 20% in each case. 
tate, giving reasons shortly, whi iati Я 
PE ng iu bigis A hich method of depreciation you consider more 


2. Kaushal Traders purchased a second-hand machinery on 1st April, 1986 for 
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Rs. 23,000 and spent Rs. 2,000 on its repair. It was decided to depreciate the machinery 
at 20% every year on 31st March at diminishing balance method. [ 


Prepare the Machinery Account from 1986 to 1989 and show Profit or Loss as it 
was sold on 31st March, 1989 for Rs. 10,800. 


(Adapted from Delhi Board SSCE, 1982) 
3. On 1st April, 1986, Machinery was purchased for Rs. 220,000..0n 1st 
October, 1987, another machine was purchased for Rs. 10,000 and on 1st April 1988, 
one more machine was purchased for Rs. 5,000. The firm depreciates its machinery @ 
20% on the diminishing balance method. Show Machinery Account for four years. The 
accounting year ends on 31st March. (Adapted from All India SSCE, 1986) 
4. A company had bought machinery for Rs. 2,20,000 including a boiler worth 
Ks. 20,000. The Machinery Account had been credited for depreciation on the 
Reducing Instalment System for the past five years at the rate of 10%. At the end of the 
fifth year, the boiler becomes useless on account of damage to some of its vital parts. 
The damaged boiler is sold for Rs. 4,000. 
Write up the Machinery Account for five years. (A.I.H.S.) 


5. The Balance Sheet of A, B & Co., Ltd., drawn up as on March 31, 1988 
showed Plant and Machinery valued, after writing off depreciation, at Rs. 25,000. 


Depreciation has been written off regularly, from the dates of purchase of the 
various items, at the rate of 10% per annum on the diminishing value. 


On June 30, 1988 a motor, which had been bought on October 1,1983 for Rs: 
7,500, was sold for Rs. 2,500 and replaced by a new one costing Rs. 11,000. 


Show the Plant and Machinery Account as it would appear in the Company 5 


books for the year ended March 31, 1989, after writing off the appropriate depreciation 
for the year. 


6.. Alimited company purchased on 1st January 1986 a plant for Rs. 10,000. On 
1st July in the same year additional plant was purchased costing Rs. 5,000. On 1st July 
1987 the plant purchased on 1st January, 1986 having become obsolete, was sold 0 
for Rs. 4,000. On 1st July, 1988 fresh plant was purchased for Rs. 12,000 and the plant 
purchased on 1st July, 1986 was sold at Rs. 4,200 on the same date. 


Show Plant Account for three years. Depreciation is provided at 10% per аплот 
on the written down value evéry year оп 31st December. 


7. A firm purchases a5 years' lease for Rs. 10,000 on 1st April, 1984. It decides 
to write off. depreciation onthe Annuity Method, the rate of interest to be 5 per cent ff 
annum. The Annuity Tables show that a sum of Rs. 2,309.75 should be written ° 
every year, 

Show the Lease Account for five years. 


8. Ол 1st July 1986, Ram purchased a Plant for Rs. 20,000. Depreciation ve | 
provided at 10% per annum on straight line method оп 31st December every year. ‘0 
effect from 1-1-88 the company decided to change the method of Depreciation g, 
Diminishing Balance Method @ 15% р.а. On 1-7-89 the plant was sold for Rs. 12, 81) 
Prepare Plant Account from 1986 to 1989. (Adapted from Delhi Board 55СЕ, 17 


9. А i iler worth P^ 
M ND company had bought Machinery for Rs. 1,00,000 and a boiler WO fof 


epreciation was charged on reducing balance method at the rate of 107 sig 
Бе four years and Machinery Account was credited accordingly. During the mie ol 
of the fifth current year, the boiler became useless on account of damages (0 pis 0 


its vital parts. The damaged boiler is sold for Rs. 2,000 whi js cres. 
а 2 which amount 1S eif 
Machinery Account. Prepare the Machinery A/c for the current year, adjusting ae 
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‘the Gash received for and loss suffered on the damaged boiler and the depreciation of 
Machinery for the current year. (Adapted from Delhi Board SSCE, 1978) 

10. On 1st April, 1985 a business purchased a four years’ lease of shop premises 
for Rs. 20,000 and itis decided to make provision forreplacement of the lease by means 
ofa Depreciation Fund, the investments yielding 5% per annum interest. Sinking Fund 
Table shows that to produce Re. 1 at the end of 4 years at 5% per annum, Re. 0.232012 
must be invested annually. Show the Lease A/c for the four years. 

11. Rama & Co., purchased machinery for Rs. 90,000 on 1st April, 1976. Its 
expected life was 15 years. A Depreciation Fund was established to provide for 
replacements. Investments produced 5% interest annually. On Ist April, 1988, the 
Depreciation Fund stood at Rs. 78,000. These was corresponding investment also. The 
annual amount credited to the Depreciation Fund was Rs. 4,200. 

On 31st March, 1989, the Company decided to replace the machinery at a cost of 
Rs. 1,30,000. The old machinery realized Rs. 10,500. The Depreciation Fund 
Investments fetched Rs. 81,500 on sale. 1 

Prepare the necessary accounts on 31st March, 1989. 

12. А Со. Ltd. purchased a lease of Rs. 25,000 to be replaced at the end of five 
Years. For this purpose an insurance policy is taken out and for which the annual 
premium is Rs. 4,700. At the end of the period the lease is renewed for Rs. 22,500. 
Show the various ledger accounts in the books of the Company. 

(All India SSCE, 1978) 


PRACTICAL EXERCISES -II 
1. Raja Bros. purchased a ten-year-lease of certain shop premises for 
Rs, 13,000. A further sum of Rs. 3,000 was spent in various alterations, and it was 


estimated that at the end of the lease the cost of restoring the premises to their original 
condition (for which Raja Bros. were liable) would be about Rs. 1,000. 


Show the Ledger Accounts forthe first two years, providing for depreciation. 


2. From the following transactions of a concern, prepare Machinery Account 
for the year eriding 31st December, 1989. 


1989- 


January 1: Purchased a second-hand machinery for Rs. 40,000, 

January 1: Spent Rs. 500 on cartage, Rs. 4,500 on repairs for making 
it serviceable, and Rs. 5,000 on its erection. . 

June 30 : Purchased additional new machinery for Rs. 20,000. 


September 30: ^ Repairs and renewals of machinery Rs. 200. 
December 31:  Depreciate the machinery at 10%. 
(Adapted from All India SSCE, 1984) 
3. On January 1, 1984 D. Ltd. purchased machinery costing Rs. , 
years 1984, 1985 and 1986 depreciation was written off a (bene S aE 
diminishing balance, During 1987 it became apparent that the machinery would not 
be of any service after December 31, 1988 and for these latter two years the fixed 


instalment method was substituted. On December 31, 1988 the machinery realised 
Rs. 500 on sale. 


You are required to write up the Machinery Account from the commencement, 
4. The following balances appear in the books of Mahajan Brothers— 

April 1, 1988 Machinery Account Rs. 40,000 

April 1, 1988 Provision for Depreciation Rs. 18,000 
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On 1st April, 1988 they decided to sell a machinery for Rs. 4,350. This machine 
was purchased for Rs. 8,000 in April 1984. г ; 
Youarerequiredto prepare Machinery Account and the Provision for Depreciation 
Account on 31st March, 1989, assuming the firm has been charging depreciatión at 
10% p.a. on straight line method. (Delhi Board SSCE, 1985) 

5. A firm purchased Plant and Machinery on 1.1.1986 for Rs. 2,00,000. New 
machinery for Rs. 10,000 was purchased on 1-10-1986 and for Rs. 20,000 on 
1.7.1987. On 1.4.1988 a machinery purchased for Rs. 30,000 on 1.1.1986 was sold for 
Rs. 16,000 and the entire amcunt was credited to Plant and Machinery Account. 
Depreciation had been charged at 1096 per annum on straight-line method. 


Show the Plant and Machinery Account from 1.1.1986 to 31.12.1988. 


(Adapted from All India SSCE, 1982) 

6. Ram purchased machinery for Rs. 7,000 on 1st January, 1986 and spent 

Rs. 100 on its cartage and Rs. 400 on its installation. On 1st July, 1986 he purchased 
another machine costing Rs. 2,500. 


Half of the machinery purchased on 1st January, 1986 was sold on 1st July, 1988 
for Rs. 2,250. On the same date, a new machine was installed at a cost of Rs. 6,250. 
During 1988 a sum of Rs.250 was spent on repairs to the various machines. 


Show the Machinery Account as it would appear in the books of Ram for the year 
ended 31st December, 1988 under (a) the original cost method, and (b) the diminishing 
instalment method, assuming the rate of depreciation is 20% per annum and the books 
are closed on 21st December each year. \ 


7. Acompany provides depreciation under the Straight Line Method at the rate 
of 10% p.a. The balance standing in the Plant and Machinery Account on 31st 
December, 1986, after writing off depreciation for the year, was Rs. 1,95,150. (Cost | 
price of the pant in use was Rs. 3,58,000). 


During January 1987 new plant was purchased at a cost of Rs. 29,500 and опе 
machine which had cost Rs. 5,500 in 1975 was sold as scrap for Rs. 400. 


During January 1988, there were additions costing Rs. 18,000 and a machine 
which had cost Rs. 7,000 in 1983 was sold for Rs.3,500. 


Write up Plant and Machinery Account for 1987 and 1988. 


(Adapted from Delhi Board SSCE, 1983) ` 
ч 8. C Company Ltd., purchased a four years' lease on January 1, 1985 b. 
Rs. 50,000. Itis decided to provide for the renewal of the lease at the end of four ye2/ 
by setting up a depreciation fund. It is expected that investments will fetch interest ® 
4% р.а. Sinking fund table shows that 0.235490 invested each year will produce Re 
at the end of four years at 4% p.a. 


On 31st March, 1989, the depreciation fund investments are sold f% 
Rs. 36,455.22. On 1st April, 1989, the same lease was renewed for a further period | 
four years by payment of Rs, 55,000. . 


Prepare the necessary Ledger Accounts, 1 ov) 


9. On Ist April, 1979 Krishnan & Co. Ltd, purchased a ten years’ lease of, | 
premises for Rs. 1,00,000. It took out an insurance policy for-the like sum fof ? y 
replacement, the yearly premium being Rs. 8,500. At the end of the term, the comP™™) | 
Tenewed the lease for Rs. 1,20,000, 

Show the Ledger Accounts dealing with the matter. 


of 
10. A company purchased a second-hand machinery on 1st January; 1986 f 
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Rs. 37,000 and immediately spent Rs. 2,000 on its repairs and Rs. 1,000 onits erection, 
On 1st July, 1987 it purchased another machine for Rs. 10,000 and on 1st July, 1988 
the first machine, purchased in 1986, was sold off for Rs. 28,000 and on the same day 
another machine was purchased for Rs. 25,000. On 1st July, 1989 the second 
machinery, purchased for Rs. 10,000, was also sold off for Rs. 2,000. 

Depreciation was provided on the machinery at the rate of 10% per annum on 
original cost annually on 31st December. In 1987, however, the company. changed the 
method of providing depreciation and adopted the written down value method, the rate 
of depreciation being 15% per annum. Give the Machinery Account for four years 
commencing from 1st January, 1986. Calculations are to be made to the nearest rupee. 

(Adapted from Delhi Board SSCE, 1984, All India SSCE, 1979) 


11. А company purchased on Ist January, 1987 a second-hand machinery for 
Rs. 28,000 and spent Rs. 2,000 on its repairs. On 1st April, 1988, additional machinery 
costing Rs. 20,000 was purchased. On 1st July, 1989, the machinery purchased on 1st 
Tanuary, 1987 became obsolete and was sold off for Rs. 20,000. 

Depreciation was provided annually on 31st December @ 10% per annum on the 
original cost of the asset. In 1989, however the company changed this method of 
Providing depreciation-and adopted the method of writing off 15% on written down 
value, Show the Machinery account from the years 1987 to 1989, 

(Adapted from Delhi Board SSCE, 1986) 

12. Chartered Planes Ltd., which depreciatesits machinery at 10% on diminishing 
balance method, had on 1st January, 1988 Rs. 9,72,000 to the debit of machinery 
account. 


On 1st July, 1988 part of the Machinery purchased on 1st January, 1986 for Rs. 
80,000 was sold for Rs. 45,000 , ax@fanew machinery ata costof Rs. 1.50.000 was 
purchased and installed on the same date, installation charges being Rs. 8,000, 


On 31st December, 1988, the Company decided to change its method of 
depreciation from diminishing balance method to straight line method with effect from 
Ist January, 1986, and adjust the difference before 31st January, 1988. The rate of 
depreciation remains the same as before. : t 


Show the machinery account. (Adapted from B.Com (Hons) Delhi, 1973) 


ANSWERS 
PRACTICAL EXERCISES -I 
1. (а) Rs. 4,000 (b) Rs. 8,192. 
2. Loss on sale Rs. 2,000. 
3. Balance of Machinery A/c Rs. 17,152. 
4. Loss on sale Rs. 7,809.80 : Balance of Machinery A/c Rs. 1,06,287.48. 


5. Loss on sale Rs. 2,057.85; Balan f P ў 
Rs. 28,467.75. ce of Plant and Machinery A/c 


6. Loss on sale on 151 July, 1987 Rs. 4,550; gain on sale on 1st Jul: 
Rs. 138.75; Balance of Plant A/c on 31st December 1988 Rs 11.400, 7. 7. 


А 7. Yearly Interest for five years : Rs. 500, Rs. 409.51, Rs. 314.50, Rs. 214. 74, 
5.110. SAL ү 


8. Loss on sale Rs. 1,366.25. 
9. Loss on sale Rs. 4,232.95; Balance of Machinery A/c Rs. 59,049, 
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10. Interest at the end of second, third and fourth year : Rs. 232.01, Rs. 475.62 
and Rs. 731.41. 


11. Cred’ Balance of Depreciation Fund A/c (Rs. 48,900) will be transferred to 
Profit and Loss A/c. 


PRACTICAL EXERCISES - II 


1. Yearly depreciation Rs. 1,700 ; Balance of Lease Alc at the end of second 
year Rs. 13,600. 


2. Balance of Machinery A/c on 31st December, 1988 Rs. 64,000. 


3. Depreciation for 1984 Rs. 2,000, 1985 Rs. 1,600, 1986 Rs. 1,280 and for 
1987 and 1988 Rs. 2,560 per year. Gain on sale Rs. 500. 


4. Loss onsale Rs. 450 ; Balance of Machinery A/c Rs. 32,000; Provision for 
Depreciation A/c Rs. 18,000. 


5. Loss onsale Rs. 6,500 ; Balance of Machinery A/c оп 31st December, 1988 
Rs. 1,52,250. 


6. (а) Gain on sale Rs. 375 ; Balance of Machinery Alc Rs. 8,375, (b) Gain on 
sale Rs. 90 ; Balance of Machinery A/c Rs. 8,985. 


7. Profit on Machinery sold in January, 1987 Rs. 400. Balance of Machinery 
A/c: On31-12-1987 Rs. 1,85,900, on 31-12-1988 Rs. 1,60,550. Profit or loss on sale 
of Machinery in January, 1988 Nil. 


8. Interest atthe end of second, third and fourth year Rs. 470.98, Rs. 960.80 and 
Rs. 1,470.21. Profit on depreciation fund investments Rs. 300.06. 


10. Lossonsaleof Machinery on 1st July, 1975 Rs. 305, Loss on sale on 1stJuly 
1976 Rs. 5,272 ; Balance of Machinery A/c on 31st December, 1976 Rs. 19,656. 


11. Loss on sale of Machinery Rs. 2,200 ; Balance of Machinery A/c on 315! 
December, 1982 Rs. 15,725. 


12. Balance of Machinery A/c on 31st December, 1988 Rs. 9,34,100. , 


oo 


(vi) 
(vii) 


UNIT 2 
Bills of Exchange 
(10 marks) 
Definition 
Features. 
Parties to a bill of exchange-Drawer, Drawee and payee. 
Specimen of a bill of exchange. 
Important terms : 
Terms of bill, Days of grace, Date of Maturity, Negotiation, 
Endorsement, Discounting of bill, Dishonour of a bill, Noting 
charges, Retirement and Renewal of a bill. 
Journal entries. 
Necessary Accounts in the books of Drawer and Drawee. 
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14 
Bills of Exchange 


‚ Goods may.be sold and purchased (1) for cash, or (2) on credit. In the 
Jatter case, the payment may have to be made either — 

(а) in one lumpsum after a certain period, or 

(b) in instalments, after certain intervals. 

In case (1) the transaction is settled right at the time of sale or purchase. 
Incase (2), the paymentis to be made after a certain period, either in one lump- 
sum or in instalments, The important point in this case is that the payment is 
to be made after a certain period. In such a case, the seller would like that he 
should get in writing from the buyer a definite undertaking to pay. This 
undertaking may take the form of— 

1. AnIOU, or А 

2. -A Promissory Note, or 

3. A Bill of Exchange. 

We shall now discuss these documents one by one. 


1.IOU 
An IOU is a written acknowledgement of a debt. The letters ТОП аге 
abbreviations of “I Owe You”. The sounds of IOU and “I owe you” are 
identical. The following is the specimen form of an IOU : 


Delhi 1st May, 1989 


To 
Shri Madho Prashad 
IOU Rs. Ten only. 


Rs. 10.00 


An IOU, from a trader's point of view, suffers from two drawbacks : 
(1) Itdoesnotcontain a definite promise to pay. Itis simply an acknoW” 
ledgement of a debt. It does not, however, require a stamp as it is neither? 
receipt nor an agreement. 


(2) TheamountofanTOU should be less than Rs. 20, otherwise it wo"! 
not be a valid document. This means it has a very limited business use 
2. PROMISSORY NOTE 
A Promissory Note is an instrument in writing (not being a bank noie 


Ene f 
a currency note) containing an unconditional promise, signed by the make" 
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to pay a certain sum of money only to, or to the order of, a certain person. 
The specimen form of a promissory note is given hereunder : 


Rs. 500.00 15, Rani Jhansi Road, 
New Delhi, 10th July,1989. 


Three months after date, I promise to pay to 
Revenue Sham or order the sum of rupees five hundred 


Stamp only, for value received. 


To 
Sham 
12 Marine Drive, 
Bombay. 


R The promissory note may also be payable on demand and in such a case 
it would begin with the words “On demand I promise to рау..... ”. It should 
be noted that the following are not promissory notes : 
(i) “Lowe you rupees fifteen." This is merely an acknowledgement of 
a debt and there is no promise to pay. 
(iD "I promise to pay to Sham a sum of Rs. 1,000, when I sell all my 
goods." Thisis notan unconditional promise to pay and hence is not 
a promissory note. 
(ii) "Ipromiseto pay Rs. 500 plus whatever shall be due during the next 
month.” Itis nota promissory note as the sum payable is not certain. 


Parties to a Promissory Note 

There are two parties to a Promissory Note : 

(1) Maker. Heis the person who writes out the promissory note, i.e., the 
debtor or the buyer of the goods. In the specimen form of the Promissory Note, 

m is the maker. | 

(2) Payee. Heis the person to whom the payment is to be made, i.e., the 

Creditor or the seller of the goods. In the specimen form of the Promissory 
Ote, Sham is the payee. 
3. BILL OF EXCHANGE 


. ^A bill of exchange is an instrument in writing, containing an uncondi- 
Uonal order, signed by the maker, directing a certain person to pay a certain 
Sum of money only to, or to the order of, a certain person or to the bearer of 

instrument. 
The use ofa bill of exchange in business may be explained with the help 

of an example. 
Suppose Ahmed of Bombay sells goods worth Rs. 1,000 to Bakshi of 
Delhi. At the same time, he buys goods worth Rs. 1,000 from Charanjit of 


Delhi, 
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In this case the two transactions would be settled when— 
(1) Bakshi of Delhi sends Rs. 1,000 to Ahmed of Bombay; and 
(2) Ahmed of Bombay sends Rs. 1,000 to Charanjit of Delhi. 


This dual remittance of cash, once from Delhi to Bombay, and then from 
Bombay to Delhi, can be avoided if Ahmed of Bombay directs Bakshi of Delhi 
to pay Rs. 1,000 to Charanjit of Delhi. If Bakshi agrees to it, the direction in 
writing from Ahmed to Bakshi to pay the amount to Charanjit would result in 
a Bill of Exchange. 


The specimen form of a ВШ of Exchange is given hereunder : 


Rs. 1,000.00 
Bombay, 10th July, 1989 


REL Three months after date, (or on demand) pay 
zi Charanjit or order the sum of one thousand 


rüpees only, for value received. 


There are three parties to a Bill of Exchange, viz., 


(1) Drawer. He is the person who draws or writes the bill, i.e., he is the 
creditor or the seller. In the above case, Ahmed is the drawer. 


(2) Drawee. He is the person on whom the bill is drawn, i.e., he is ће. 
debtor or the buyer, In the above case, Bakshi is the drawee. 


A drawee is liable on a bill only when he accepts his liability by writing 
on the bill the word “Accepted” and then signing it. When he does that, he is 
said to have accepted the bill and is known as acceptor. . 


(3) Payee. He is the person to whom the payment is to be made. Inthe 
above case, Charanjit is the payee, Sometimes the payee and the drawer are 
one and the same person. If, in the above case, Ahmed directs Bakshi to pay 


to him or to his order, the drawer and the payee would be one and the same 
person. | 


PARTS OF A BILL OF EXCHANGE 
The parts of a bill of exchange are as follows : 


| (1) Date. This is the date on which the bill is drawn and is written at ® 
top right-hand corner of the bill. The date is important because the term of 
Period of the bill commences to run from this date, 
(2) Term. This is the period for which the bill is to run from tne 481 
of the bill. The térra helps us in calculating the due date of the bill or the daté 
of maturity. This is the date on which the amount of the bill becomes p3Y2 ^ 


by the acceptor. Three extra day 
: ys, known as Days of Grace, are allowe' 
payment beyond the date calculated according to the term of the bill. In 
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beginning three Days of Grace used to be allowed by custom of the trade. But 
now the law has made the allowance of Days of Grace compulsory, and the bill 
1s payable on the last day of grace. When the last day happens to be Sunday 
Or a public holiday, the bill is payable on the preceding business day. 
Itshould be noted that the term ‘month’ ina bill means a calendar month. 
„ A bill drawn on Ist January, 1989 payable one, two, three, four months 
after date would mature on 4th February, 4th March, 4th April and 4th May, 
respectively. But a bill drawn on 28th, 29th, 30th, 31st December, 1988 
Payable two months after date would fall due on the same date, i.e., 3rd March, 
1989 (i.e., 28th February plus 3 Days of Grace). 
Сту (3) Amount. The amountin a bill is given both in figures and words. It 
S in figures at the top left-hand corner and in words in the body of the 
ill, 


(4) Stamp. The stamp to be affixed on a promissory note or a bill of 
exchange is an ad valorem stamp, i.e., its value varies with the amount of the 
Note or bill. 

(5) Parties. Asalready mentioned, there are three parties to a bill. They 
are (а) Drawer, (b) Drawee (Acceptor), and (c) Payee. : 

(6) “For Value Received". These words are important in a bill. They 
Mean that the Bill has been given in exchange for some benefit which has 
already been received. This benefit may have been received in the form of 
goods, cash or services. If, however, a bill is given without getting some 
benefit in return, it would not be a valid bill. 


ACCEPTANCE 


To complete a bill, acceptance by the drawee is necessary. Acceptance 
means Writing of drawee's signature on the bill. A bill is not complete until it 
'S accepted by the drawee. Before acceptance, the bill is called a Draft. A draft, 
When accepted, is called a Bill or simply an Acceptance. 

The acceptance of a bill may be : 

(1) General Acceptance. When abillis accepted withoutany condition 
to the Order of the drawer, the acceptance is called general acceptance, 

f Q) Qualified Acceptance. When a bill is accepted subject to the 
fuufilment of some condition or qualification, the acceptance is called quali- 
led Acceptance, Qualified acceptance is not valid in the eyes of the law. 


Difference between a Bill of Exchange and a 
Promissory Note 


Bill of Exchange Promissory Note 
+ Itcontains an unconditional 1. Itcontains an unconditional 
order by the drawer to drawee promise by the maker to рау. 
to pay. È " 
2. There are three parties to it— 2.. There are two parties to it— 
drawer, drawee and payee _ maker and payee. 


3. It is drawn by a creditor. 3. Itis drawn by a debtor. 
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4. Itrequires acceptance. 4. It does not require acceptance. 
5. The liability of the drawer 5. The liability of the maker is 
is secondary. It arises only primary. 
if there is a default by the 
acceptor. 
6. Abilican be made payable to 6. A note cannot be made 
the drawer himself. payable to the maker. 
KINDS OF BILLS 
There are two kinds of bills : 


(1) Inland, and (2) Foreign, 

1. JnlandBill. An inland bill is one which is (i) drawn and payable in 
India, or (ii) drawn in India upon some person resident in India, even though 
itis made-payable in a foreign country. 

2. Foreign Bill. A foreign billis one which is drawn in one country and 
payable in another country. Foreign bills are drawn in a set of three and each: 
part of the set,calleda “via”, containsareference to the other parts. This is done 
to avoid delay or loss of miscarriage during the transit. Each part is sent 
separately and as soon as any one of the parts is paid, the other parts become 
inoperative. 


Specimen of a foreign Bill of Exchange (First copy) 


Rs. 5,000.00 


Delhi, 10th July 1989 


Three months after sight pay this First of 
Revenue Exchange (second and third of same tenor and 
Stamp date unpaid) to Mesérs. John & Co. London, 
or order, the sum of five thousand rupees only, 
for value received. 


Ram Pershad 


The second and third copies of the set would be as under : 


Second | Three months after sight pay this Second of Exchange 

Copy (first and third of same tenor and date unpaid) to «+ *’ 

Third Three months after sight pay this Third of Exchang® 

Copy (first and second of same tenor and date unpaid) to - ' ' уй 
Ji 


3. Documentary Bills. A documentary bill is a foreign bill hav 


` j 7 
Certain documents attached to i i ading, i e 2 
тоо О it, such as bill of lading, insuanc 

Trade Bills and Accommodation Bills ato 

dav 


Beis may also be classified as (1) Trade Bills,and (2) Accomm? 
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1. Trade Bills. A Trade Bill isa bill of exchange drawn in the ordinary 
Course of business and for which value has been received. If goods are sold 
by A to B and a bill is drawn by A and duly accepted by B, itis a Trade Bill, 
‚_ 2. Accommodation Bills. An Accommodation Bill, on the other hand, 
1s drawn without any value having passed from one person to another. Such 
bills are drawn to help a party or both the drawer and the drawee by temporarily 
raising funds against bills by getting them discounted. 


A BILL IS A NEGOTIABLE INSTRUMENT 


‚‚ Bills of exchange, promissory notes and cheques, are known as nego- 
liable instruments. They are documents which represent money or money's 
пот The most important characteristics of a negotiable instrument аге as 

ollows : 


(1) Itis freely transferable from one person to another. 


. Q) Theperson who takes it bonafide and for value and before maturity 
I$ not in any way affected by the defects in the title of the transferor. 


NEGOTIATION 


When a promissory note, bill of exchange or cheque is transferred to any 
Person, so as to constitute that person the holder thereof, the instrumentis said 
to have been negotiated. у 

The instruments which are payable to bearer are negotiated by mere 
delivery, The instruments which are payable to order are negotiated by 


‘Ndorsement and delivery. 

Indorsement means the writing of aperson’s name (other than the maker 
Of a note or acceptor of a bill) on the face or back of a negotiable instrument 
Or on a slip of paper (called allonge) annexed thereto, for Це рирое of 
A BOliation, The person who so signs the instrument is called the indorser. 
The Person to whom the instrument is indorsed is called the indorsee. 


i i i be made 
0 may indorse? The first indorsement of an instrument can 
B ше Payee. Subsequent indorsement may be made by any person who 
comes the holder of the instrument. 


YPes of indorsement | 

Ап indorsement may Бе (1) blank or general, (2) full or special, (3) 

Testrictive, (4) partial, or (5) conditional or qualified. NF omen 

Blank or general indorsement. An indorsement is said to 

iı Beneral if the id signs his name only on the face or back of the 

3 ment, A blank indorsement specifies no indorsee and the instrument in 

x Sequence becomes payable to bearer even though originally it was payable 
Order, 


аа, 2. Fullor special indorsement. If an indorser signs his name veh Е 
of ction to pay the amount mentioned in the instrument р ае to the order 
їп, а Specified person, the indorsement is said to be in m or special 
g dorsement. Thus, an indorsement “Pay Ram or order”, or “Pay to Ram 
Slowed in both the cases by the signature of the indorser is an indorsement 
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in full. 

3. Restrictive indorsement. An indorsement is said to be restrictive 
when it prohibits or restricts the further negotiability of the instrument. It 
merely entitles the holder of the instrument to receive the amount on the 
instrument for a specific purpose. 


4. Partial indorsement. When an indorsement purports to transfer to 
the indorseea part only of the amount of the instrument, the indorsement is said 
to be partial. A partial indorsement does not operate as a negotiation of the 
instrument. 


5. Conditional indorsement. An indorsement is conditional or quali- 
fied if it limits or negatives the liability of the indorser. A conditional 
indorsement is not the same thing as a restrictive indorsement. A restrictive 
indorsement places restriction on the negotiability of the instrument while à 
conditional indorsement limits or negatives the liability of the indorser. 

PRESENTMENT FOR PAYMENT 


A bill must be duly presented for payment by its holder otherwise the 
drawer and the indorsees of the bill will be absolved of their liability. A 
demand bill must be presented for payment within a reasonable time. A bill 
made payable ata specified period after date or sight thereof must be presented 
for payment at maturity, at the specified place mentioned in the bill, or at the 


address of the acceptor mentioned in the bill or at the acceptor’s place of 
business . 


Honouring or Meeting a Bill. When a bill is duly paid on presentment 
for payment, it is said to have been honoured. “Honouring or Meeting авіш”, 


therefore, means making the payment which is due on the bill at the date of 
maturity. 


ADVANTAGES OF A BILL 


1. Abillisalegalacknowledgementof debt. The exact amount and the 


ea paymentare fixed. It ensures, therefore, punctual payment from the 
ebtor. : 


2. Itcanbevery conveniently transferred from one person to another a 
Settlementof debts. Italsoavoids the trouble, risk and expense of transmittin€ 
coins or notes from one place to another. 


3. Itcanbe exchanged with banks forcash before the due date of hebil | 


This is called discounting the bill with the bank, This increases the С® 
Tesources of the trader. 


4. Иша conclusive evidence of indebtedness by the customer and j^ 
а * the non-delivery of goods, inferior quality, excessive charge, would? 

old in the face of the written promise to pay the debt. 2 
5. It gives the trader time to sell 


ject 
money by the time he has to Pay. 


the goods purchased and to СО! 


DEALING WITH A BILL 
When the drawer receives a bill duly accepted, he can deal with iti ai 
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опе of the following four ways : 

(1) He may retain it till due date. 

(2) He may discount it with à banker. "el 

(3) He may indorse it fag j;reditor in settlement of a debt. 

(4) He may send it tc iker for collection on his behalf, 

RECG ich the BÎLL TRANSACTIONS 

Bills Receivable and kills Payable. For the purpose of recording bill 
transactions, Bills or Notes are classified into-.— 

(1) Bills Receivable, and (2) Bills Payable. 

_The same bill or pote, it should be noted, is Bill Receivable from the point 

Of view of the party whois entitled to getpaymeht on it, and Bill Payable from 
the point of view of the party who is liable to pay cash against it. Where the 
number of transactions relating to bills is not large, it would be convenient to 
record them in Journal. The Journal Entries in the books of the drawer and 
drawee in a tabular form are given below: | 


Entries in the books of 


Drawer (Say Ali) Drawee (say Bali) 


Transaction 


l- When Ali sells Bali Dr. | Purchases A/c Dr. 
Boods to Bali To Sales A/c | To Ali 
Principle Principle 
Debit the receiver, Debit what comes in, 
Credit the giver. 


Bills Receivable A/c i 
To Bills Payable 
Principle 
Debit the recejver, 
Credit what goes . 


` Ali may deal with 
in an; 
One of the follow. 


(a) ing four ways : 


18 шу Tetain the 
due date : 
On due date : .| Bills Payable A/c 
To Cash A/c 
Principle 


‚ Debit what comes in, 
Credit what goes out. 


(©) He may discount the 
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Bills Payable A/c Dr. 
(ii) On due Date: Noentr” To Cash Alc 
Principle 
mc. Debit what comes in, 
É Credit what goes out. 
(c) He тау indorse the | Charlie ~ \ indorsen. 
bill to a creditor, To Bills Receivanie?< instrume 
Charlie, in settle- р ana entry 
ment of a debt : Principle 
(i) On endorsing Debit the receiver, 
the bill- Credit what goes out. 


(ii) On due Date: Bills Payable A/c Dr. 
To Cash A/c 
Principle 
Debit what comes in, 
Credit what goes out. 


(4) He may send the Bank for Collection 


bill to the bank of Bills A/c 
for collection : To Bills Receivable A/c No entry 
(i) On sending Principle 

the bill Debit the receiver, 


Credit what goes out. 


(i) On due Date: | Bank Dr. | Bills Payable A/c 
To Bank for Collection To Cash A/c 
of Bills A/c 
Principle Principle 
Debit the receiver, Debit what comes in, 
Credit the giver. Credit what goes out. 


Notes. In practical system of book-keeping, entries relating to cases 3 (a), 
3 (b) (i), 3 (d) (ii) will appear in Subsidiary Books (other than Journal) so fat 

as Ali is connected. As regards Bali, all entries excepting entry No. 2 will 
appear in Subsidiary Books (other than Journal). 

The entries in the books of indorsee, Charlie, would be as follows : 

Bills Receivable A/c Dr. 

To Ali 
(Being bill received from Ali) 


He may also deal with the bill in any one of the four ways; as already 
explained. 


JO add with the above entries, the following points should also p 
noted : 


. . (1) Ifthebillis held till its due date [(i.e., case 3 (a)], no entry is required 
inthe books of drawer for holding it. When itis duly met on the due date p 
necessary entries, as already explained, would be passed in the books of th 
drawer and the drawee. 


(2) Ifthe bill is discounted before its due date, Cash A/c will be debite? 
with the actual amount received from the bank, Discount A/c willbe debited 
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У ith the amount charged by the Bank, and Bills Receivable A/c will be 
credited with the full amount of the bill. Discount is the interest charged by 
the Bank on the amount of the bill for the remaining period of the bill. While 
calculating discount, the following two points should be taken into account: 

(a) The date of the bill and its term which are required to calculate the 
due date of the bill. 

(b) The date on which the bill is discounted which is required to 
calculate the remaining term of the bill. 

When abill has been discounted, there will be no entry inthe books of the 
drawer on the due date as he has already got the money from the bank. 

(3) _ When abill is transferred to a creditor, there is no entry in the books 
of the drawee as he does not know of this indorsement. On the due date, there 

SUM no entry in the books of the drawer as he has already disposed of 
€ bill. 

(4) When abillis sent to Bank for Collection, Bank is not debited by the 
drawer because the Bank does not become his debtor. So a special account 
called “Bank for Collection of Bills A/c” is opened for the purpose. On the due 
date, Bank is debited asthe Bank becomes his debtor and “Bank for Collection 
of Bills A/c " is credited to cancel the old debit to it. 


Р Illustration 1. On 15: August, 1989, Ram sold goods to Sham for Rs. 500 for 

Which Ram drew on Sham a bill payable three months after date. It was duly accepted 

by Shiam. Ram retained the bill till duc date. The bill was duly honoured by the acceptor 
n due date. ! 


Pass Journal entries in the books of Ram and Sham. 


Solution : 


RAM'S JOURNAL 


Rs. 
500 


Sham 
To Sales A/c 
(Being Sale of goods to Sham) 
Bills Receivable A/c Dı 500 
To Sham 
(Being bill for 3 months drawn on Sham 


and duly accepted by him) 


500 


Cash A/c 500 
To Bills Receivable A/c _ 
(Being amount received on bill) 


500 


SHAM'S JOURNAL 


1989 


Aug. Dr 


Purchases A/c 
To Ram 
(Being purchase of goodsfrom Ram) 


500 


(Contd.) 


FDE 
To Bills Payable A/c 

(Being acceptance given of the bill for 

3 months drawn by him) 


500 


Bills Payable A/c 

To Cash A/c 
(Being amount of the bill honoured 
this day) 


500 


Illustration 2. Prem draws on Qazi a bill óf exchange for three months for 
Rs. 500 which Qazi accepts on Ist January, 1989. The bill is discounted on 1st 
February, 1989 for Rs. 495. Qazi meets the bill on due date. 

Pass Journal Entries in the Books of Prem and Qazi. 


Solution : 


PREM’S JOURNAL 


Bills Receivable A/c 
To Qazi 

(Being the amount of bill for 3 

months drawn on Qazi and accepted 

by him) 


500 


Feb. Cash A/c 
Discount A/c 

To Bills Receívable A/c 
(Being the bill for Rs. 500 discounted 
for Rs. 495) 


EN 


500 


QAZI'SJOURNAL 


1989 Re 
Jan. Prem Dr. 
To Bills Payable A/c 500 
(Being the amount of the bill for3 
months accepted) 
April Bills Payable A/c Dr. 
To Cash A/c 500 


(Being the bill for Rs. 500 honoured) . 


Illustration 3. On 1st J; 


anuary, 1989, Amar sold goods to Bashir for Rs. 2,000 
and drew upon him a three months’ bill for the amount. Bashir accepted the bill. O^ 
Ist February, 1989, Amar purchased from Chand goods worth Rs. 2,500 and indors® 
Bashir's acceptance to Chand along with'a cheque for Rs. 475, Rs. 25 to be taken ^ 
discount. On due date, the bill is duly honoured. 


Pass Journal Entries in the books of Amar, Bashir and Chand. 
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Solution: 


AMAR'S JOURNAL 


Jan. Bashir 
To Sales A/c 
(Being sale of goods to Bashir) 


Bills Receivable A/c 
To Bashir 

(Being bill for 3 months received from 

Bashir) 


Purchases A/c 
To Chand 
(Being purchase of goods from Chand) 


Chand 

To Bills Receivable A/c 

To Bank A/c 

To Discount A/c 
(Being settlement of Chand's account, 
„Rs. 2,000 by indorsement of bill received 
from Bashir and Rs. 475 by cheque, the 
balance Rs. 25 being discount) 


BASHIR'S JOURNAL 


Dr. 


Feb, Dr 


Dr. 


Purchases a/c 
ToAmar . 
(Being purchase of goods from Amar) 


Amar { 
To Bills Receivable A/c 
(Being acceptance of the bill for 
Rs. 2000) 
Bills Payable A/c 


To Cash A/c 
(Being bill for Rs. 2,000 honoured) 


April 
2,000 


Amar 
To Sales А/с 
(Веїпр sale of goods) 


Bills Receivable A/c 
Bank A/c 
Discount A/c 
To Amar у 
(Being received from Amar, a bill 
accepted by Bashir for Rs. 2,000, а 
cheque for Rs. 475, the balance Rs. 25 
being discount) 
Cash A/c 
To Bills Receivable A/c 
(Being amount received on bill) 


2,500 


"EE 


2,500 


April 4 


2,000 
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Illustration 4. Anandreceives Balan's acceptance for Rs. 500 оп 1st September, 
1989 payable three months after date. It is sent to bank for collection. The bill is met 
by Balan on due date. X 


Joumalise the transactions in the books of Anand and Balan. 


Solution : 


ANAND'S JOURNAL 


Bills Receivable A/c 
To Balan 

(Being bill for 3 months received 

from Balan) 


500 


Bank for Collection of 
Bills A/c Dr. 
To Bills Receivable A/c 

(Being bill sent to Bank for 

Collection) 


500 


Bank A/c 
To Bank for Collectior 

of Bills A/c 
(Being bill sent to Bank 
for Collection honoured 


500 


BALAN'S JOURNAL 


Anand 


To Bills Payable A/c 500 
(Being bill for 3 months drawn by 
Anand duly accepted) 
Dec. | 4| Bills Payable A/c Dr. 
To Cash A/c 500 


(Being amount of the bill honoured) 


DISHONOUR OF BILLS 


When a bill is duly presented for payment on due date, but the drawe? 
refuses to pay the amount on it, it is said to have been dishonoured. In such 
case, notice of dishonour must be given by the holder to the drawer and eac! 
prior indorser whom he seeks to make liable. If this is not done, the holder will 
lose his right to recover the amount from the prior parties. ; 


Notice of dishonourmust be given immediately after dishonour or within 


areasonable time. If this is not done, the pri i ive th 
à e time. 5 ог ecelve i 
Notice of dishonour wi une ouk ne ораз 


us thin a reasonable time would be absolved of 


Noting. Where abill has been dishonoured, i iad 
1 À , itmay be taken to the NOU: 
Public for being presented to the acceptor again for ptt Notary publi" 


1s a public officer whose duty is to certify deeds and other documents. i 
duties include, inter alia, the presentation of dishonoured bills, noting the facts 
of dishonour and also protesting, if necessary. If the acceptor refuses to pay 
the amounton the bill presented by the Notary Public, the Notary Public would 
note down the fact of dishonouron the bill itself, or ona paper attached thereto. 
This act of Notary Public is called “Noting”. The noting must be recorded by 
the Notary Public within a reasonable time after dishonour and must contain 
fact of dishonour, the date of dishonour, the reason for dishonour and noting 
charges. Noting is a sufficient evidence in Court of Law that the bill was 
Presented for payment but was dishonoured. 

Noting, Notary or Notarial Charges. These are the fees of the Notary 
Public for presenting the bill to the acceptor and recording and certifying its 
dishonour. Noting charges are paid to the Notary Public first by the holder of 
the bill (i.e., drawer, bank or indorsee) but they are ultimately to be borne by 
tlieacceptor. When.adishonoured billis noted, the drawee becomes the debtor 
Of the drawernot only for the amount of the bill butalso for the noting charges. 
Itshould be clearly understood that the noting charges are not the expense of 
the holder but that of the acceptor. The holder, therefore, debits the prior 
Indorser or acceptor for noting charges and credits cash, whereas the acceptor 
debits noting charges and credits the drawer. 


ENTRIES ON DISHONOUR OF A BILL 


pij SUPPose the amount of a bill is Rs. 500. The entries on dishonour of the 
ill in various cases will be as follows : 


Drawee (Bali) 


k When Ali retains Bali pr. 500 | Bills Payable A/c Dr. 500 
the bill till due date To Bills Receivable 
Alc 
2. wh 
еп Ali had dis- 
zounted the bill with Dr. 500 
Bank 
3. When Ali had indo- Jg Payable 
TSed с 
Efe To Ali 
3b WhenAlihadsent | Bali Bills Payable A/c Dr. 500 
the bill to Bank f. To Bank for ; 
Collection " Collection of To Ali 500 
Bills A/c 500 
ind In case (3) discussed above, the entry in pet ee of the creditor, i.e., 
Orsce, at the time of dishonour would be as 0 ОМУ Ee 
i Dr. 500 
W 500 


To Bills Receivable A/c 
(Being dishonour of bill) 


390 


Dishonour and Noting Charges. If nothing charges (say Rs. 5) are paid 
by the holder of the bill on its dishonour, the entries in the above four cases 
would be modified as under : 


Entries in the books of Ali Entries in the books of Bali 


Case 1 Bali Dr.505 | Bills Payable A/c Dr, 500 
To Bills Receivable A/c 500| Noting Charges A/c Dr. 5 
To Cash A/c 5 To Ali 505 
(Being dishonour of bill, (Being dishonour of bill, 
noting charges being noting charges being Rs. 5) 
Rs.5) А 

Case 2 Bali 2 Dr. 505 | Bills Payable A/c Dr. 500 
To Cash/Bank A/c 505 Noting Charges A/cDr. 5 
(Being dishonour of, bill, To Ali 505 
noting charges paid by (Being dishonour of bill, 
the bank being Rs. 5) . noting charges being Rs. 5) 

Case3 Bali Dr.505 | Bills Payable A/c: Dr. 500 
To Charlie (indorsee) 505 | Noting Charges A/c Dr. 5 i 
(Being dishonour of bill, To Ali 505 
noting charges paid by (Being dishonour of bill, 
Charlie being Rs. 5 noting charges being Rs. 5) 

Case 4 Bali Dr. 505 


Bills Payable A/c Dr. 500 


To Bank for Collection Noting Charges A/c Dr. 

of Bills A/c 500 To Ali 505 
To Bank 5 | (Being dishonour of bill, 
(Being dishonour of bill, noting charges being Rs. 5) 
noting charges paid by 


the Bank being Rs. 5) 


Entries in the books of indorsee (Charlie) 
Ali 
To Bills Receivable A/c 
To Cash A/c 


(Being dishonour of bill received from 
Ali, noting charges paid being Rs, 5) 


If Charlie had discounted or indorsed the bill, the Bank or indorsee 


ре чуу would have been credited with the amountof the bill plus noting- 
charges, : 


;, j ustratlon 5, Ali draws on Binod a bill for Rs. 500 on 1st February, 1989. The 
bill is aecepted by Binod, payable three months after date, 


. Show whatentries would be passed in the books of Ali under each of the followin 
circumstances : А 


(1) Ifhe retains the bill till due date and then realises it; 
(2) Ifhe discounts the same with his bankers for Rs. 490; 
(3) Ifhe endorses the same to his creditor Chaman; 

(4) Ifhesends the same to his bankers for collection. 


Assume (T) The bill is met on due date. ) . 
(П) The bill is dishonoured on due date, no noting charges being 


incurred. 7 + 
(Ш) The bill is dishonoured on due date, noting charges paid being 
Rs. 10. 
Solution : 
ALI'S JOURNAL 
Bills Reçeivable A/c 
To Binod 
(Being receipt of bill duly accepted) 


Cash A/c 5 [00 
To Bills Receivable A/c 
(Being amount of bill realised on 
due date) 


Cash A/c Dr. 
Discount A/c Dr. 

To Bills Receivable A/c 1 
(Being amount realised on discounting 
the bill) 


500 


Chaman (indorsee) Dr. 500 
To Bills Receivable A/c 
(Being indorsement of bill to Chaman) 


(a) When the bill is sent to Bank 
for collection : 

Bank for Collection of Bills A/c Ог. 500 
To Bills Receivable A/c 1 

(Being bill sent to Bank for collection) 


| Ф) On due date. 
Bank A/c Dr. 
To Bank for Collection Aig) 
of Bills A/c ; 
(Being amount realised by Bank on due 
ate 


Binod 
To Bills Receivable A/c 
(Being dishonour of bill) 


Binod 
To Bank A/c р 


Bein dishono 
of billy Payment to bank on 
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500 


To Chaman 
(Being dishonour of bill indorsed 
to Chaman) 


Dr. 
To Bank for collection of Bills A/c 

(Being dishonour of bill sent to 

Bank for Collection) 


c 
ae 500 


Á—————UÓá‏ ———— — — — —— ا ا 


(Ш) When the bill is dishonoured on due date, i.e. 4th May, 1989 noting 
charges being Rs. 10. 


Binod 
To Bill Receivable A/c 
To Cash A/c 
(Being dishonour of bill, noting 
charges being Rs. 10) 


Binod Dr. 
To Bank A/c 

(Being dishonour of bill discounted, 

noting charges being Rs. 10) 

Binod 
To Chaman 

(Being dishonour of bill indorsed to 

Chaman, noting charges being Rs. 10) 

Binod Dr. 
To Bank for Collection of Bills A/c 
To Bank A/c 

(Being dishonour of bill sent to Bank for 

Collection, noting charges being Rs.10) 


500 
10 


Case | 2 
510 


Case | 3 


Dr. 
510 


Case | 4 


500 
10 


Illustration 6. On 1st January, 1989 Raman draws on Daman a bill for Rs. 500 
payable 3 months after date. Daman duly accepts the bill. Raman indorses ће pillo 


4th January to Venkat who further indorses it over to Roy on 10th January. e 
discounts it with his bankers on 14th January, receiving Rs. 480 in Cash. The bil ү 
dishonoured on due date, the noting charges paid by the bankers amounting to R5: 


Give entries in the books of all the parties. 
Solution : 


RAMAN'SJOURNAL 


1989 ey 
Jan Bill Receivable A/c 
To Daman % 
(Being acceptance received from 
Daman, payable 3 months after date) 
500 
&9" he discounts the sam. Dr. 510 
(3) Ifhe endorses the same p; à 
@) Ihe sends us amans/ acceptance 


Same to d to Venkat, noting 
10). 


393 


DAMAN’S JOURNAL 


Raman Dr. 
To Bills Payable A/c 
(Being acceptance given to Raman) . 


500 


Bills Payable A/c 
Noting Charges A/c 

To Raman 
(Being dishonour of bill, Rs. 10 
being paid as noting charges) 


510 


VENKAT'S JOURNAL 


Bills Receivable A/c 
To Raman 

(Being bill indorsed in our favour 

by Raman) 


1 
a Roy 500 
To Bills Receivable A/c 
(Being indorsement of bill to Roy) 
April Dr. 
Raman 510 


To Roy 
(Being dishonour of bill which was recei- 
ved from Raman and indorsed to Roy) 


ROY'SJOURNAL 


Bills Receivable A/c 

To Venkat 
(Being indorsement in our favour by 
Venkat) 
CashA/c 
Discount A/c 

To Bills Receivable A/c Y 
(Being amount received on discounting 
the bill) 


500 


Venkat, noting charges being Rs. 10) 


BANK'S JOURNAL 


Bills Receivable A/c 
To Cah A/c 


To Discount A/c 
Being the bill discounted by Roy) 
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ToBills Receivable A/c 
To Cash A/c 

(Being the bill dishonoured, Rs. 10 
being noting charges) 


10 


RENEWAL OF BILLS 


Sometimes the acceptor of a bill is not in a position to meet it on due date. 
In sucha case he may approach the drawer before due date and request him to 
cancel the original bill, accept a part of the amountin cash and draw anew bill | 
for the balance with interest for the extended term. This is called renewal of 
a bill. 


The following entries are passed in the books of drawer and drawee on the 
renewal of a bill. 


Drawee (Bali) 


Ё Bali Dr. | Bills Payable A/c Dr. 
bill is cancelled To Bills Receivable To Ali 
A/c/Bank/Indorsee/ (On the cancellation of the 
Bank for Collection original bill) 
of Bills 
(On the cancellation of 
the original bill) 


2. When a part of the | Cash A/c Dr. | Ali Dr. 
amount is received To Bali To Cah A/c. 
in cash by Ali from | (Being receipt of a part of (Being payment of a part _ 
Bali the amount of the bill in of the amount of the bill in 
cash) 


3, When interest is Bali Dr. 


charged by Alion To Interest A/c 
the balance (Being interest on balance (Being interest on balance 
of the bill) ofthe bill) 


4. When anew billis | Bills Receivable A/c Dr. | Ali га 
drawn by АН оп To Bills Payable A/c 
Bali and accepted by | — ToBali ` (Being acceptance of the 
the latter, The amount) (Being receipt of new bill new bill for the balance 
of the new bill for the balance plus plus interest) 
m includeinterest | interest) р , 


f 

Illustration 7. On 1st January 1989 Black sold to White the valu " 
A n goods of the 

Rs. 500 and drew upon him a bill at three months for the amount, White accepted ay 


draft. On due date, Whi тк tate А юр 
Rs.300incash pane expressed his inability to meet the bill and offered 


E acceptanew bill for the balance plus interest at 16% p-#- fire, 
months. Black agreed to the proposal. On maturity the bill was duly met by p^ 


Pass entries in the books of Black and White, 


Solution : 
ВІАСК'5 JOURNAL 


1989 
Jan. White 
To Sales A/c 
(Being sale of goods to White) 


Bills Receivable A/c 

To White 
(Being bill for 3 months received 
from White) 


April White 
To Bills Receivable A/c 
(Being cancellation of bill on its 
Tenewal) 


Cash A/c 
To White 
(Being receipt of part of the amount) 


White Р Dr. 
To Interest A/c 

(Being interest on Байа. се, i.e., Rs. 200 

at 16% p.a. for 3 months) 


Bills Receivable A/c 

To White 
(Being amount of new bill for the 
balance plus interest) 


у Cash A/c 
To Bills Receivable A/c — 
(Being amount received on bill) 


Purchases A/c 
To Black 
(Being purchase of goods) 


Black yt Dr. 
To Bills Payable A/c 

(Being acceptance for 3 months 

given to Black) 


Bills Payable A/c 
To Black 
(Being cancellation of bill) 


Black 
To Cash A/c 

(Being payment of part of the amount 

in cash) 


Dr. 


Interest A/c Dr. 


To Black 
(Being interest on balance, i.e., Rs. 200 
at 16% p.a. for 3 months) 
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Rs. 


500 


500 


500 


300 


208 


208 


500 


300 


(Contd.) 
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Black > 
AEN Bills Payable A/c 
acceptince given to Black 
on TS аа plus interest) 
Bills Payable A/c 
To Cash A/e j 
(Being es on due date) 


RETIRING A BILL UNDER REBATE 


Sometimes, the acceptor of a bill may have sufficient funds before the due 
date of the bill. He may like to pay the amount of the bill before its due date, 
provided he is allowed some concession for earlier payment. This concession 
is the interest for the period for which the bill is not to run now. This is called 
rebate and the bill is said to have been retired under a rebate. 

Rebate is a gain from the point of view of the acceptor of the bill and is, 
therefore, credited in his books. It is a loss from the point of view of the holder 
of the bill and is, therefore, debited in his books. 

Assume the amount of a bill is Rs. 500 and it is retired under a rebate of 
Rs. 5. The following will bé the entries in the books of the acceptor and holder’ 


Acceptor’ s Books Holder's Beoks 
Rs. Rs. p Rs RS 
Bills Payable A/c Dr..500 Cash A/c Dr. 495 
To Cash A/c 495 Rebate A/c Dr. 500 
To Rebate A/c 5 To Bills Receivable A/c 
(Being retirement of our (Being retirement of bill under 
acceptance under rebate) П rebate) 


BILLS RECEIVABLE AND BILLS PAYABLE BOOKS 


In many businesses, the transactions in bills of exchange (both pilis 
Receivable and Bills Payable) аге so large that it would justnot be convenie? 
to journalise them first. In order, therefore, to effect saving in time and aO" 
unnecessary labour in posting, and athe same time, to havea piel: к 
of all the main features of a bill we have two separate Subsidiary BookS— zi 
for recording bills received (Bills Receivable) and the other for billsacceP ills 
(Bills Payable). The former is called Bills Receivable Book and the latter, B 
Payable Book. 


The usual form of the Bills Receivable and Bills Payable Books # 
given on next page : 


BILLS RECEIVABLE BOOK 397 


Both these Books are totalled up at the end of each month. 
Leg Posting of Bills Books. The rules for the posting of the Bills Books to 
et are as follows : A 
. In i ivable Book, the accounts of the parties from 
Whom восе сорла каа іп einer with theamountof the bills (the 
€ being : Credit the account yielding benefit or credit the giver). 
in. Тосот . Bills Receivable A/c is debited in Ledger 
M the total ee RE RE Book (the rule being : Debit the account 
lving benefit or debit what comes in). 
are „> Incase of Bills Payable Book, the accounts ofthe parties to whom bills 
mui BiVen duly accepted, are debitedin Ledger with the amountof the bills (the 
€ being : Debit the account receiving benefit or debit the receiver). 
4. Tocomplete double entry, Bills Payable A/ciscreditedin Ledger with 
pe total ofthe Bills Payable Book (the rule being : Credit the account yielding 
refit or credit what goes out). _ 
ex The other transactions relating to bills, it should be noted, are journalised 
Cept those transactions where cash or bank is involved, e.g., discounting of 
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bills, dishonour of bills which have been discounted, payment of моши 
Charges. Such transactions which-involve cash are passed through Де а 
Book. In practical system of book-keeping, all transactions for which геч 
separate Subsidiary Books arerecordedin those Books. This is both conven! 
and time saving. А 
Illustration 8. Enter ће following transactions in ће Bill Books of Rajan ' 
1989 June 4 Received from XY & Co., abill duly accepted for Rs.1 250 dated 
June 4, payable 3 months after date at the New Bank of India. 
5 Accepted this day P. Pattom’s draft for Rs. 450 payable one month 
after date. 
10 B.Bakshidrew onme at 3 months date and I accepted his draft for 
Rs.750 payable at Bank of India. 
12 Р”. Dev sends his promissory note for Rs. 520 payable 3 months 
after date at the Punjab National Bank. 
14 D.Dev's promissory note discounted for Rs. 500. 
16 Endorsed XY & Co.'s bill in favour of M. ed 
20 Received from К. Kanti, a bill for Rs. 600 dated April 25, accept E 
by S. Sahni and drawn by M. Mehra payable two months after da 
at the Bank of India, Chandni Chowk. 3 
SenttoK. Kalia our promissory note for Rs. 250payable one mon 
after date atthe Bank of Baroda. 
К. Kanti’s acceptance dishonoured, noting charges paid. Rs-10. 


Solution : 
See Bills Books on next page. a 
Notes : (1) Transactions on June 16 and 28 would be journalised 
follows : 
1989 Rs. Rs. 
Junel6 M Dr 1250 
To Bills Receivable A/c 
(Being indorsement of Bill) 1,250 
Јапе28 K. Kanti Dr. 600 
To Bills Receivable A/c 
(Being dishonour of Bill, 600 


noting charges being Rs. 10) 


n 85 
(2) Transactions on June 12 and 28 would be entered in Cash Boo 
under: 


Dr. 


Ct. 
í CASHBOOK 
Dare 


Pani- [LF Cash] Bank] Date Pani- | LF. Cash] Bam 
culars 


1989 Rs. | 1989 
June | To Bills Jus вук. 10 
14 |Recei- <00 | 28 - 
vable Kanti 
Woting 
Charges) 


6Ê 


052 He: ur | st eporeg joxueg 
OSL wg 9 epu Jo иен 
o Ж шү әш 

6861 6861 


таю Jo em Ked maê Eu 
junouy E wur, woyn OL К 


хоо i T8VAVd STUA 


pajunoosi(] 
gy 9unf uo 


МООН TIHVAIHOS?2 5118, 


ACCOMMODATION BILLS 


Bills are of two types : 

(i) trade bills, and (ii) accommodation bills. 

A trade bill is one for which consideration or value has been given by the 
drawer to the acceptor. Suppose A sells goods to B and draws a bill on B which 
B accepts. This billis a Trade Bill. The words “value received" in aBillindicate 
that consideration has been received by the acceptor. 

Sometimes, a bill is drawn and accepted without any consideration 
having passed from the drawer to the acceptor. Such a bill is called an 
“Accommodation Bill” or simply a Kite" ora “Windmill”. Now the question 
is: Why should an accommodation bill be drawn and accepted ? Suppose A 
approaches B to borrow Rs.1,000 from him. Presently, B does not have 

. Sufficient funds to lend to A. He, however, agrées to help A in another way, 
i.e., by accepting a bill drawn on him by A. A gets the bill discounted with à 
bank. On due date A returns the money to B who meets the bill. An 


meet the bill. 


The language of an accommodation bill, it should be noted, is the same 
as that of a trade bill and there is Nothing on the face of an accommodation bill 
to distinguish it from any other bill. A bank would not advance cash against 
an accommodation billif it comes to know of the nature of the bill. 


The entries in the books of the parties to an accommodation bill are the 
same as for any other trade bill, it being noted, that the discount is shared by 
the two parties in the proportion in which they share cash. 


Methods of Raising Money on Bills 


There are three methods of raising money on accommodation bills. These 
are as follows : 


LA draws a Bill on B who accepts it without valuable consideration. 4 
discounts the Bill with his banker thus getting money for his use. On due date 
he remits the amount of the Bill to B who meets the Bill, 


. ,. 2. AdrawsaBillon B who accepts it without valuable consideration. ^ 
discounts the Bill with his banker and remits the agreed proportion of the 
proceeds to B. On due date, he sends his share of money to B who meets the 
Bill. The discount charges are shared by the parties in the proportion in which 
they share cash, 
3. A draws a ВШ on В who also draws a Bill for an equal amount on ^ 
Both accept each other's bill. They get the Bills discounted, each bearing his 
Own discounting charge. On due date, each meets his own Bill. 


In the third case, the amounts of the Bills drawn by the parties on e20" 
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other may differ. In such acase, they may share the proceeds of the bills in an 
greed ratio and on due date Pay to each other the amountof his share received 
So that the other party meets the bill. 


Rs.1,000.Babu expresses his inability to lend the amountin cash. He, however, agrees 


Pass the journal entries in the books of Abu and Babu. 
Solution : 


ABU'S JOURNAL 


1989 


Bills Receivable A/c 
To Babu 

(Being receipt of Babu's acceptance 

for 3 months for our accommodation) 


Cash A/c 
Discount A/c 

To Bills Receivable A/c 
(Being amount received on discounting 
the bill) 


Babu 
To Cash A/c 

(Being the amount remitted to Babu 

to enable him to meet the bill) 


1,000 


April 


1,000 


BABU'S JOURNAL 
1989 
= Abu Dr, 1,000 
To Bills Payable A/c à 
(Being acceptance for 3 months given 
to Abu for his accommodation) 
ЕЕ" Alc 1,000 
To Abu 
(Being amount received from Abu 
on due date) 
Bills Payable A/c 1,000 


To Cash A/c 
(Being amount paid on due date) 


ND 
Illustration 10. John, for the mutual and temporary accommodation of himself 


Tp Д 3 months for Rs.3,000 dated 1st 
ШУ 19gg амэ upon the ttr a bill TT 16% and rentits one-third of the 
ы ohn discounts the bill ds the balance due to Peter, in order to 
nab] e to Peter. Before due date, John sen 

€ 


ter to meet the Bill. Peter meets the Bill on due date. 
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Pass the Journal entries in the Books of John and Peter. 


Solution : 


1989 
July 


JOHN'S JOURNAL 


Bills Receivable A/c 
To Peter 

(Being acceptance for 3 months received 

from Peter for mutual accommodation) 


Cash A/c > 

Discount A/c Dr. 
To Bills Receivable A/c 

(Being amount received on discounting 

of bill) 


Dr. 


Peter 
To Cash A/c 
To Discount A/c 
(Being remittance of 1/3rd amount to 
Peter and proportionate discount charged 
tohim) 


Peter 
To Cash A/c 
(Being remittance of balance to Peter) 


Dr. 


PETER'S JOURNAL 


John 
To Bills Payable A/c 

(Being acceptance for 3 months given to 

John for mutual accommodation) 


Dr. 


Cash A/c Dr. 

Discount A/c Dr. 
ToJohn 

(Being receipt of 1/3rd amount, propot- 

tionate share of discount being Rs. 40) 


Cash A/c Dr. 
ToJohn 
(Being receipt of balance from John) 


Bills Payable A/c 
To Cash A/c 
(Being amount paid on bill) 


nul 
Illustration 11. On 1st January, 1989 Geeta and Seeta for their ™ aij 


accommodation draw on each other at three months for Rs. 2,000. They 9 
discount with their bankers each other's bill, Geeta discounting it for Rs-1+ 
Seeta at 15% p.a. On due date both meet their bills. 


3,000 


3,000 


960 
40 


1,000 


2,000 


3,000 


z а! 
imme?" yl 
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Pass the necessary entries in the books of Geeta and Seeta. 
Solution : 


GEETA'SJOURNAL 


Bills Receivable A/c 
To Seeta 

(Being acceptance for 3 months 

received for our accommodation) 


2,000 


Seeta 
To Bills Payable A/c 

(Being acceptance given for Seeta's 

accommodation) 


2,000 


Cash A/c : 

Discount A/c Dr. 
To Bills Receivable A/c 

(Being discounting of bill for Rs.1960) 


2,000 


Bills Payable A/c 
To Cash A/c 
(Being amount paid on meeting the bill) 


2,000 


SEETA'SJOURNAL 


Geeta j 
To Bills Payable A/c r 
(Being acceptance for 3 months given 
for her accommodation) 


2,000 


Bills Receivable A/c 
To Geeta 

(Being acceptance received for our 

accommodation) 


2,000 


Cash A/c 
Discount A/c 

To Bills Receivable A/c 
(Being discounting of bill at 15% р.а.) 


Dr. 


Dr. 
Dr. 
2,000 


April 


Bills Payable A/c 
To Cash A/c ў 
(Being amount paid op affecting the bill) 


2,000 


INSOLVENCY OF ACCEPTOR 


When the acceptor of a bill becomes insolvent, itis taken for granted that 

Be Will notbe in нЕ to meet hisacceptance on due date. Theacceptance 
E therefore, treated as dishonoured and the necessary entries are made. 

to If, however, some dividend is received from hisestate, itwill benecessary 
Know how much amount he owes to the drawer. This can be ascertained by 
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1 i í is is done, the actual 

aring the insolvent’s personal account.When this is , 
Bit be received from the insolvent can be calculated. When me pe 
dividendis received, the balance notreceived would be regarded as a bad debt. 


ion of 

ustration 12. On 15th June 1989 Mohan for the mutual accommodation 0 | 
кышты Sohan draws оп Sohan, a Bill for Rs. 2,000 payable two months nor. 
Sohanduly accepts the bill. Mohan discounts the bill with his bankers for Rs. , here fl 
hands over half the proceeds to Sohan. On due date Mohan fails to pay his ^ aid 
Sohan, but instead accepts two months? bill for the amount due by him inc ш 
interest at 18 per centper annum. Mohan becomes insolventon due date, and a firs' нг 
final composition of 50Р. іп a rupee is received from his estate on 15th Ni ' 
1989. 


Show the personal account of Mohan in the books of Sohan and that of Sohan 1 
the books of Mohan. · 


Solution : 


MOHAN'SLEDGER 
Dr SOHAN cr. 


To Cash 
To Discount 

To Bills Payable 
To Cash 

To Profit & Loss 
A/c (Transfer) 


MOHAN e 


" 990 
To Bills Payable 10 
Aug. To Interest 
Oct. To Bills Receiv- ; Л T 
able А / 


ue 
Illustration 13. On 1st January 1989, Ashu drew and Bashu accepted а p 
three months for Rs. 2,000. On 4th January, 1989 Ashu discounted the bill gh 
banker at 16 per cent per annum and remitted half the proceeds by cheque to А fof 
On 1st February, 1989 Bashu drew and Ashu accepted а bill at three mapa, 
Rs.1,000.On 4th February 1989 Bashu discounted the bill with his banker at 12 P^ gg 
Per annum and remitted half the proceeds to Ashu. They agreed to share the es 
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At maturity, Ashu met his acceptance, but Bashu failed to meet his and Ashu, 
therefore, had to pay it. Ashu then drew and Bashu accepted a new bill at three months 
for the amount of the original bill plus Rs. 20 for interest. 

On IstJuly 1989 Bashu became bankrupt and paid to his creditors afirstandfinal 
Composition of 50 P. in a rupee on 4th August, 1989. 

Write up Bashu's account in Ashu's Ledger and Ashu's account in Bashu’ 5 

ger, 


Solution : 


By Bills Recei- 


To Bills Payable 
To Cash 


To Discount 

To Bills Payable 
To Cash 

To Profit & Loss 


A/c (Transfer) 


TEST QUESTIONS 
1. Explain briefly the nature and form of a bill of exchange. 
Distinguish between : | 
(а) A Bill of Exchange and a Promissory, Note. cues 
(b) A Trade Bill of Exchange and an Accommodation Bill of Exchange, 
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` (¢) AnIOU and a Promissory Note. $ E. 
3. Give a specimen page of each of the following with at least three entries + 
(a) Bills Payable Book. 
(b) Bills Receivable Book. 
State also the method of posting them to Ledger. 


; jal 
4. Explain why bills of exchange are used in the settlement of commerch 
transactions. 


А. 
5. Give the form of a Bill of Exchange dated 1st August, 1989 йау) 
Bagchi of Delhi upon A. Bhargava of Calcutta, accepted by the latter paya three 
months after date at the New Bank of India, Calcutta. 


“ it" ain 
6. Inthecase of sale of goods by a trader to another person" on geii , ш 
what methods of payment or discharge of the debt are usually open to the de 


7. Explain the terms “Bills Receivable” and “Bills Payable". To what catego 
do the Bills Receivable and Bills Payable Accounts belong ? 


and 
8. With what balance does the Bills Receivable Account generally close 
what is usually the nature of its closing balance ? 


<< a bill called 
9. Whatis ‘acceptance’ of a bill and how is it affected ? When 15 a bill e 
draft ? 


10. Who are the parties to a bill of exchange ? 


tries 
11. Whatare the various ways of dealing with a Bill Receivable ? What em 
are passed in the books of parties to a bill on its dishonour ? 


оК 
12. Explain therules for the posting of Bills Receivable and Bills Payable Be 4 


: іле 
13. Explain the terms—Discounting, Acceptance of a Bill, Noting, Re 
Bill under Rebate and Days of Grace. 


14. Distinguish between trade and accommodation bills. 


80) 
(All India SSCE. M 


р 15. What entries are made in the books of the parties when acceptor 9 
becomes bankrupt ? 


16. Whatis meant by renewing of a bill ? f NOU 
17. Distinguish between 'Retiring a bill under rebate' and ‘renewal or 198! ) 
(All India SSC™ ys 


18. Give the meaning of ‘Retiring aBill under Rebate’. Give entries in J 9 f? 
of drawer and drawee when a bill is retired under rebate. (All India 5 


19. Give brief answers to the following questions : 
(а) Whois the maker of a Promissory Note ? 
(Б) Who draws a Bill of Exchange ? 
(c) What is a Bill of Exchange known for the acceptor ? 
(d) Whois the holder of a Bill of Exchange ? 
(е) Whois the Payee of a Bill of Exchange and a Promissory 
(f) Who bears the Noting Charges ? 
(g) What are the kinds of acceptance ? 


(h) When is a Bill of Exchange known as draft ? 


20. What journal entries will be made by the drawer in his books 
(i) abillis drawn ; 


pow 


м 
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(ii) a bill is discounted; and 
(ii) a bill is dishonoured and noting charges paid ? 
(Delhi Board SSCE, 1985) 


PRACTICAL EXERCISES-I 


_ l On 1stJuly 1989, X sold to Y goods of the value of Rs.500 for which he drew 
abillon Y, Y accepted the bill payable three months after date and sent it to X. On due 
date the bill is duly met. 4 

Pass the entries in the books of X and Y. 
2. AowesB Rs. 1,000 for which he gives to B, a bill dated 18th July, 1989 
Payable two months after date. B discounts the bill immediately at adiscountof Rs.25. 
€ bill is duly honoured on due date. 
Pass thé entries in the books of A and B. 


abi 3. Psellsto О goods of the value of Rs. 800 on 1st October, 1989. О accepts 
ill dated 5th October 1989 payable two months after date. P endorses the bill to К 


On 10th October, 1989. The bill is duly met when duc. 


Pass the entries in the books of P, Q and R. 
u 4. Оп10ћ July 1989, Ram sells to Sham goods valued at Rs. 5,000 and draws 
Брод the latter two bills for Rs. 2,000 and Rs. 3,000 both payable three months after 
Re The bills are duly accepted. The first bill is discounted on 10th August, 1988 for 
hor 1,925 and the second is indorsed to. Mohan on 17th August, 1989. Both the bills are 
noured on due date. 
Pass the necessary entries in the books of all the parties. 
5. On 1stOctober 1989, Ram sold goods worth Rs. 500to Sham and drew upon 
© latter a bill for the amount payable three months after date. Sham duly accepted the 
Оп maturity Sham failed to honour the bill. 
Pass the necessary Journal Entries in the books of both the parties : 
(a) IfRam had retained the bill with him till maturity ; 
(b) Ifhe had indorsed the bill to Krishan on 14th October ; and 
(c) If he had discounted the bill with his bank on 15th November for 
6 is f Delhi goods valued 
sog M ‚ of Calcutta sold to Frank Bros. of Delhi goods valued at 
i 500 and Du EE, on d met months for the amount. Frank Bros. accepted the 
Th Оп presentation, Merchant & Co. then indorsed the bill in favour of Smith & Co, 
езш Was dishonoured on maturity, and Smith & Co. paid Rs. 20 as noting charges. 
ty; Make entries in the books of all the three parties concerned to record the above 
Nsactions, 
7. Anil sold goods to Vimal on 1st January for Rs. 2,000 and drew a three 
(ae 


Months н 
i billof ich Vimal accepted. On the due date Vimal requested that 
ace салде pai iod of three months withinterest @ 15% per annum. 


; Ш Tenewed for a furthi Ti 
Ani agreed БИШ: Give ЕА in the books of Anil.(All India SSCE, 1986) 


8. (a) Record the following in the Journal : 
(i) Ram's acceptance for Rs. 20,000 renewed for 3 months, plus interest at 


15 per cent annum. . 
(i) Shyam's acceptance for Rs. 4,600 due this day, returned dishonoured. 


Noting Charges Rs. 10. 
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(b) Abillreceivable for Rs. 1,000, which had been discounted at Rs. 950, 
js dishonoured and the bank paid Rs. 20 as Noting Charges. 
Give journal entries to record the above in the books of — 
(i) the drawer, 
(i) thedrawee, 
(ii) the bank. 
9. Whatis a Bill of Exchange ? For goods supplied, P draws a bill on Q for 
Rs. 10,000 dated 10th January, 1989, due three months hence. Q accepts the bill and 
P discounts it with his banker, paying Rs. 400 as discounting charges. On the due date, 
the Banker presents the bill for payment to О who is unable to meet it. P then meets the 
bill himself after paying Rs. 50 for noting charges, and О gives him another bill for 
Rs, 10,000 due one month from the date of maturity of the first bill. 
The second bill is duly met by Q. 
Show the entries in P’s Books. 


10. Ол15: August 1989 X sold goods to Y of the value of Rs. 500 and drew upon 
hima bill atthree months for the amount. Y accepted the draft and returned itto x 
due date, Y expressed his inability to meet the bill and offered to pay Rs. 300inc 
and to accept anew bill for the balance plus interest at 16% per annum, forthreemonths- 
X agreed to the proposal. On maturity, the bill was duly met by Y. 

Pass journal entries in the books of X and Y. 


11. D of Delhi purchases from B of Bombay, and sells to M of Meerut sund 
goods of the value of Rs. 5,300. Freight and Insurance charges amount to Rs. 450 (22, 
by D) and D's commission is Rs. 250. Total amount of invoice sent to Mis Rs. 6^7 

D accepts B's draft for Rs. 5,300, and draws on M for Rs. 6,000. The Pair 
discounts draft on M, for a charge of Rs. 30, and proceeds of draft are placed to 077 ү 
of D's bank account. В writes and suggests «nat he will take Rs. 5,200 cash in place ce 
draft. D agrees to this and sends a cheque for Ёз. 5,200 receiving back his acceP 
cancelled. 

Make ће necessary journal entries for the transactions shown above Cs ШУ 
should appear in the books of D. Narrations are essential. ip 

12. A draws a bill for Rs. 5,000 on В and B accepts it. Give journal еше у 
the books of drawer and drawee in all cases if the bill is honoured and met оп тё) 984 
and if the bill is dishonoured, (Delhi Board SSCE: y 

13. On January 1,1989, A sold goods to B for Rs. 500 and on the same day 0 
upon him a bill for the amount at three months. B accepted the Bill and тег go 
A, whoon January 4, 1989 discounted it for Rs. 490, with his bankers. On the 2" 
the bill was dishonoured and the bank paid Rs. 10 as noting charges. 

Record the transactions in the Journals of A and B. 198) 
(Adapted from All India SSCP" 
. M. Asells goodstoB of the value of Rs. 1,450 and draws on him a fourm’ go 
Bill of Exchange forthe amount, which B accepts. A discos dis same with тойу 
and pays Rs. 75 as discounting charges. On the due date В dishonours the Буй 
requests A to draw anew bill after 4 months for the amount of the old bill торе, الان‎ 
discounting charges plus interest at 15% per annum. A does so. This new bil w 
net on maturity. 
Pass Journal entries in the books of both the parties. Д 


1 
(Adapted from Delhi Board SSCP" 
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15. Asold goods to B for Rs. 10,000 on 1.4.1989. B i i 
і ‚10, 4. . B immediately accepted a bi 
AR. 6,000 for a period of 3 months arid sent a bank draft for the Puis of EE 
de Sed the bill on 4.5.1989 at a Bank at 16% discount per annum. On due date 
Rs 2 ER dishonoured, noting charges Rs. 5 paid by the bank. B paid a sum of 
25 ne incash and accepted another bill for the amount due for a further period of 
Gee together with interest at 12% per annum. On due date the bill was honoured. 
ошта] entries in the books of ‘A’. (Adapted from Delhi Board SSCE, 1981)_ 


PRACTICAL EXERCISES-II 


l. Rule a form of Bills Receivable Book of Ram Krishan & Coy and enter 


ae the following bills received : 

988 Dec, 1 Received Hari’s acceptance dated November 30, payable three 
months after date at the Punjab National Bank, Karol Bagh, Delhi 
for Rs. 500 drawn by ourselves in our own favour. 

5 Received from Nathan Bros. a draft, due December 25th, dated 
October 22nd, drawn by them upon Raman & Co. for Rs. 300, in 
their own favour, the same being accepted payable at the Bank of 

1988 India, Chandni Chowk, Delhi. 

Dec 10 Received from Rai his P/N for Rs. 700, payable three months after 

date which is December 7, 1988. 

Received from Shyam Bihari, adraftdated December 15, drawnby 

Mohan Bros. upon Sohan Bros. and accepted by the latter payable 

at the United Commercial Bank, New Delhi for Rs. 600. 

Dhani Ram endorsed to us a bill dated this day, for Rs. 400, drawn 

by them upon Mani Ram whichis duly accepted payable onemonth 

after date. 4 

there Rule a form of Bills Payable Book for use of Nar Hari & Co., and enter 

Dane the following Bills accepted by them. АП bills are made payable at the New 

198 Branch of the Punjab National Bank. 

March з Accepted Bansi Bihari's draft (to be charged to their account) at 30 
` days’ sight for Rs. 1,000 in favour of Ram Bihari & Co. 
10 Accepted Ram Bros.draft for Rs. 800 at 3months from date thereof 
(March 5) in favour of themselves and for their account. 
12 Accepted, for account and on behalf of! the Great Eastern Co.,adraft . 
at 3 months after sight, drawn by their Kanpur agents (Ram Bros.): 
in favour of Great Western Co. for Rs. 2,000. 92 
20 Handed to Ram our acceptance, dated today, in his favour for 
Rs. 500, atone month after date, in settlement of the balance owing 
each other a bill for Rs. 1,000, payable 
On4th January, 1989 they discounted 


3 to him. 
three’ OnJanuary 1,1989 A and B drew on 
On the due date, each meets his 


With qi Bs after date for their mutual benefit. 
Sir banks each other's bill at 16% per annum. 
‘Ptance, 
Record the above transactions in the Journals of A and B. 
(Adapted from All India SSCE, 1981) 


toB for Rs. 1,000 and drew upon him a bill at 
bill and returned it to A. On 4th January, B 
annum. On the due date, the bill was 
On4th April, B accepted anew 


35,4 On1 

m, st January, А sold goods 

a a for the amount. B accepted the 

ig, ed the ЫП with his bank at 16% рег 
ured and the bank paid Rs. 15 as noting charges: 
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pill for the amountdue to A plus interest at 18% p.a. for three months. ‚Оп the due date, 
the bill was duly met by B. 

Make the Journal Entries in A's Books and show how B's Account will appear 
in A's Ledger. 

5. A sells goods for Rs. 800 to B on January 1,19... andon that date draws 4, _ 
bill for 3 months on the latter for the amount. B accepts it and returns it to A, who 
discounts itwith his bankers for Rs. 785. On the due date the billis dishonoured. Noting 
charges of Rs. 15 were paid by the bank. B then pays Rs. 300 in cash and accepts anew 
bill at three months for the amount then-due to A with Rs. 12. as interest. Before 
maturity, B became insolvent anda final dividend of 50 paise in therupee was declared. 

Draft entries in the books of A. : (All India SSCE, 1979) 


6. OnistJuly, 1989 A draws on B, who owes him Rs. 2,500, two bills one for 
Rs. 1,500 for3 months and another for Rs. 1,000 fortwo months. B accepts these bills. 


A endorses on 3rd July the first bill to his creditor C in full settlement of his 
account of Rs. 1,550 and discounts the second bill on 4th July with his banker @ 16%. 
The first bill is duly paid at maturity but the second bill is dishonoured and Rs. 15 are 
paid as noting charges. On Sth September A draws and B accepts a third. bill for 3 
months for Rs. 1,095 in lieu of the dishonoured bill. This bill is duly paid at maturity: 

Give Journal entries to record these transactions in the books of A and B. 

(Adapted from All India SSCE, 1985) 

7. AandB both were inneed of temporary accommodation. On 1st April 19... 
A accepted B's draft for Rs. 2,000 for 3 months and B accepted A's draft for Rs. 1,000 
for 3months. The two bills were discounted at the respective banks for Rs. 1,920 an 
Rs. 960. On the due date A met his acceptance but B could not arrange to send the 
required amount to A and accepted A's draft for Rs. 1,500 for 2 months. This was 
discounted for Rs. 1,460 and A remitted to В Rs. 230. On September 6, 19... »B V^? 


“declared insolvent and his estate paid only 30%. Give Journal Entries in the books of 
A and the ledger account of A in the books of B. 


(Delhi Board SSCE, 1986 and All India SSCE; 1983) 


8. X owed Y Rs. 1,555 for goods supplied. The account was settled on 1st 
October 1988 by X giving Y a cheque for Rs. 305, a three months bill of exchange fot 
Rs. 600 and a five months bill for the balance. 


: The first bill was met when due and at the same time the second was withdraw? 
in consideration of two further bills, equal in amount, due on 1st June 1989 and 15 


September 1989, respectively. Interest on the renewal rthwith in cash 
calculated at the rate of 16 per cent per annum. al was payable fo 


Show the above transactions as they would а inY' Воо 

рреагїп Y's Ledger and Cas 5 
upto March 1989. Ignore days of grace and calculate the interest on thebasis of mort 

9. OnSthJune, 1989 X sold to Y, goods of the value ing" 
th June, ; of Rs. 1,500 drawing 

the latter two bills, one for Rs. 1,000 payable two months after date and the other E 
Rs. 500 payatile three months after date. X discounted the first bill with his bane 
pe 16 per cent per annum and indorsed the second bill in favour of Z, his creditor 28 
irst bill was duly met on maturity, but the second was dishonoured and Z paid E 
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asnoting charges. On 1st October, 1989 Y cleared hi ing RE 54 
which also included interest. ' сИ Dia qo ee 


Record the necessary Journal entries in the books of both X and Y. 


10. On 15th April, 1989, A a ishi 2 
) ; , A agrees to draw on B, who is his debtor for RS: 
ee bills of exchange : No. 1 for Rs. 700 at one month ; No. 2 for Ёз. 800 2' 


Wil 


E ; and No. 3 for Rs. 900 at three months. B accepts and returns these bills to A 
indorses on 20th April the first bill to his creditor, C, i , 

sie ; C, in full settlement of 
account of Rs. 710 ; discounts on 22nd Apri S achis 782, and 
E iA ARRE on22nd April the second bill athis bank for Rs. 782, and 

The first bill is met at maturi illis di 

2 1 1 ty. The second bill is dishonoured on the dut d 

5 pata tr noting charges. A charges B Rs. 25 forinterestand eros js 
i ar. х 

аа aoe . 835 at three months. The third and fourth bills are duly honoured 

Give journal entries to record these transactions in the books of A, B and C. 


11. On15th Apri i і 
pril, 1989, А sold goods toB for Rs. 3,000. B paid Rs. 600іп Cash 
ae oen three Bills of exchange for the remaining amount of Rs. 2,400 : No.1 for 
di for one month, No. 2 for Rs.800 for two months and No. 3 for Rs. 900 for 3 
of Roe April 1989, A endorsed Bill No. 1 to his creditor C to clear his account 
‘s. 710, discounted his Bill No.2 on 22nd April with his bankers for Rs. 792 and 
Tetained the third Bill till maturity. oi 
m. Bill No.1 was met on maturity. Bill No. 2 was dishonoured on due date, Rs. 10 
bill eRe fornoting charges. A charged В Rs. 35 for interest and drew on him a fourth 
diene 845 for three months and B accepted it and returned. Bill No. 3 was meton 
r a le. But before the due date of fourth Bill, B was declared insolvent and A got 
Y 40 paise in a rupee. 
the Books of A. 


Give joumal entries to record the above transactions in 
(Adapted from Delhi Board SSCE, 1982) 


Rs. 2,000 to B, taking a bill at three months 


th 
his ог, dated 1st July. On 4th August, A discounted the bill a 15% per annum with 
ed by the bankers dishonoured with Rs.20 


*Xpens ers. On maturity, the bill was return I 
Rs. 1 d paid Rs. 500 and the expenses, and gave A another bill at three months for 
ultima with 16% interest, but before maturity he had become insolvent, and 
ately paid his creditors 25 paise in the rupee. 
Make the necessary entries in A's Joumal to record the above transactions. 


1З. For the mutual accommodation of Ram and Rahim, Ram draws a bill on 
turns it to Ram. Ram discounts the 


ame for Rs. 1,000, Rahim accepts the Bill andre tan 
Ram ith Union Bank of India for Rs. 930. The proceeds are divided equally between 
amo and Rahim. On due date Rahim pays the bill, having received from Ram the 
Unt due from him. 
P the entries in the Books of Ram and Rahim. 
* On Ist Janu 89, Р. Sood draws a bill on B. Khosla at 4 months for 
a 10,000, andB. er 128; on P. Sood for a similar amount and term. Both bills 
Ow, _С°Р!ей and discounted respectively at 15 per cent. At maturity Sood meets his 
dra, "C Ceptance, butKhosla's acceptance is dishonoured with the result that Sood, the 
bin Cr, is called uponto take itup. The bankcharges and expenses on the dishonoured 
him At Of Rs. 10. Khosla then accepts a new bill at 3 months for the amount due by 
из interest at 15 per cent annum, which is duly met at maturity. 
Show entries in the books of both the parties. 
ion of himself and Y, draws upon 
00 dated 1stJanuary, 1989. Y accepts 


12. A sold goods of the value of 


mot d 


purpose and at the same time, draws a bill at 3 months on X for Rs. 900. X accepts the 
bill. Y discounts the bill at 16% per annum and hands half the proceeds to X. Y becomes 
insolventon 31st March, 1989 andas such fails to meethis acceptance at maturity. On 
30th June, 1989 a first and final dividend of 25 paise in a rupee was paid out of his 
estate in settlement of his dues. 
Write up the Journal entries in X's books and draw up Y's account in X's ledger 
assuming that discounts were shared equally by X and Y. 


16. Record the following transactions in the books of Mr. Kapil : 


© Kapil's acceptance for Rs. 1,500 in favour of Shyam renewed for 3 
' months together with interest @ 16% p.a 


(ii) Kapil’s acceptance forRs.2,000in favour of Sethi, metby indorsement 
. of Bedi’s acceptance (in favour of Kapil) for the like amount. 
(iii) Verma's acceptance in favour of Kapil for Rs. 1,200 renewed for û 
period of 3 months together with interest @ 18% p.a. 


(iv) Kapil's acceptance for Rs. 2,500 retired before the due date for 8 
discount of Rs. 50. (Delhi Board SSCE, 1983) 


17. OnlstMay, 1989, A drew andB accepted abill at three months for Rs. 2,000. 
On 4th May A discounted the bill at 16 per cent per annum and remitted half p. 
proceeds to В. On 1st June, 1989, B drew and A accepted a bill at three months A 
Rs. 500. On 4th June B discounted the Bill at 16% per annum and remitted half th 
proceeds to A. A and B agreed to share the discounts equally. At maturity, A met E. 
acceptance butB failed to meet his, and A had to pay for it. A then drew and B accep! f 
anew bill at three months for the amount of the original bill plus Rs. 80 for intere * 

On Ist November B became insolvent and paid to his creditors 50 paise іл us 
rupee. 

Write up B's Account in A's Ledger. 


18. Qdrew a bill of exchange on P for Rs. 4,000 on 1st May, 1989 for3 mon 

Р returned the ill to Q after accepting it. О discounted the bill at his bank for Rs: 300" 
Tustbefore the due date P approached Q for renewal of the bill. Q agreed on condit 

that Rs. 1,000 plus interest on the balance at 16% per annum for З months be Р! e. 

: cash immediately and a new bill for 3 months be drawn for the remaining ba! nt 
These conditions were carried through. On 7th November 1989, P became insol V^ 

and his estate paid 40 paise in a rupee in full settlement. 


Give Journal entries in the books of P and Q. 


«a foll 
19. On Ist] anuary, 1989, Abhoy drew on Kamal three bills of exchange inf 
settlement of claims; the first for Rs. 1,400 at one month; the second for Rs: ^ 


two months and the third for Rs, 1,800 at three months. The bills were duly 4% 
by Kamal. 99 


The first bill was endorsed by Abhoy to his credi ary, 1? 
А y to his creditor Thapa on 3rd Janu: ent 
the second bill was discounted on 15th January for Rs. 1,570 md the third bill V (3; 


t 
to bank forcollection on 4th Feb i охо, 
c ruary. All the bills were duly meton maturity ^ cod 
‚ the second bill which was dishonoured, noti ine bhoy сһә ү 

Kamal Rs. 50 for interest and drew on Cou e being dane y^ 


him a fourth bi for the 
due. The fourth bill was duly met on maturity. bill for two months 


AES the Ledger Accounts in the books of Abhoy. 
- OnistJanuary, 1939, AdrawsonB atthree dei 
7,1989, months for Rs. 1,000 an¢ 7 yj 
Du Dr ofthe bill should be shared equally. He discounts the accep Bo 
Bank , receiving Rs. 950 in cash of which he hands over Rs. 475 19 


^12 


315: March, 1989 in order to provide the funds to meet the bill B draws on A for 
Rs.1,100atthree months anddiscountsthe acceptance, receiving Rs. 1,040incash and 
hands Rs. 20 to A. On 29th June, A becomes insolvent and B has tomect both the bills. 
On Ist October, a first and final dividend of 50 P. in: a rupec is received by B out of 
5 estate. 

. _ Give Journal entries (with detailed explanations) to record the above transactions 
in B's books, 

21. Sadhu draws a bill for Rs. 3,000 and Mahatma accepts the same for the 
Mutual accommodation of both of them to the extent of 2/3 and 1/3. Sadhu discounts 
the bill for Rs, 2,820 and remits 1/3 of the proceeds to Mahatma. Before due date 
ahatma draws another bill for Rs. 4,200 on Sadhu in order to provide funds to meet 
the first bill, The second bill is discounted by Mahatma for Rs. 4,080. After meeting 
the first bill Mahatma remits 2/3rdsbf the balance to Sadhu. Before the due date of the 
Second bill, Sadhu becomes insolvent and Mahatma receives a dividend of 50 paise in 


Tupee in final settlement. 
Youarerequired to pass Journal entriesin the books of Sadhu and to show Sadhu's 


Account in the books of Mahatma. (All India SSCE, 1984) 


ANSWERS 
PRACTICALEXERCISES-II 


1. Total of Bills Receivable Book Rs. 2,500. 
2. Total of Bills Payable Book Rs. 4,300. 


UNIT 3 


Accounts of Non-Profit Organisations 


(15 Marks) 
(i) Meaning of Non-Profit organisation with examples. 
(ii) Receipts and Payments Account. 
(a) Meaning and relevant items. 
(iii) Income and Expenditure Account and Balance Sheet. 
(a) Meaning and relevant items. 
(b) Preparation. 


(c) Distinction between Receipts and Payments Account and Income 
and Expenditure Account. 


(d) Preparation of Receipts and payments Account from Income and 


Expenditure Account with additional information (simple exer- 
cises). 
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15 
Accounts of Non-Profit Institutions 


E Non-profit institutions like clubs and public libraries and charitable 
paons like hospitals, schools and colleges are not run for making a profit. 
hey do not carry on any business and hence do not earn any profit. They do 
not as such prepare Trading and Profit and Loss А/с. But still they want an 
answer to the following two questions : 
(1) Is their current income sufficient to meet the current expenses ? 
_ (2) What is their financial position as at ће close of an accounting 
Period? 
i The answer to the first question is found by preparing an account called 
“come and Expenditure A/c. To ascertain financial position, Balance Sheet 
I5 prepared. The principles of double entry system are strictly followed in the’ 
Preparation of Income and Expenditure A/c and Balance Sheet. 
B First of alla Trial Balanceis prepared at the close of the period. This Trial 
alance serves the basis, as in Final Accounts, for the preparation of Income 
and Expenditure A/c and Balance Sheet. Necessary adjustments relating to 
Outstanding expenses, prepaid expenses, depreciation, incomes outstanding 
and incomes received in advance, are also done. 
N Income and Expenditure A/c and Balance Sh 
ith the help of the summary of cash transactions 
C) and other relevant information. 
INCOME AND EXPENDITURE ACCOUNT | 
Income and Expenditure A/c is another name of Profitand Loss A/c. Itis 
Prepared by non-profit concerns. It contains only items of arevenue nature 
Telating toa particular period, say a year, for which itis prepared. Itis debited 
with all expenditure which relates to the year irrespective of the fact whether 
И has actually been paid or not. It is credited with all income relating to the 
eriod whether it has actually been received or not- The difference between 
© totals of the two sides of this acc xcess of income over 


eet may also be prepared 
(Receipts and Payments 


ount represents excess OF 
the total of the credit side is greater than 
iture over income (this will be the case 


о whether received or not, anc 
fal Or not, for the period under review, 
Owed for its preparation аге 
qe Illustration 1. From the following 
the € S.D. School, you are required to prepare 
Year ending 31st March, 1989 and Balance 
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Sheet as at the close of the year. 


vit Balances Rs. Credit Balances Rs. 
"Cash in hand Ps 200 Fees Received 125000 
Cash at bank 10,500 Hire of Hall SI 
Fumiture 12,000 Entrance Fees 000 
Library 30,000 Miscellaneous Receipts 10, D 
Lahoretory 50,000 Government Grant ETAT 
Buildings j 3,00,000 General Fund 47 o 
Investments (21596 1,00,000 Creditors for Supplies 2, 
Stati 5,000 
Salaries 1,32,000 
General Expenses 7,000 
Annual Function Expenses 2,000 
6,48,700 6,48,700 


Salaries for the year still payable are Rs. 12,000. Fees still receivable are 
Rs.4,000. Depreciate Furniture 10%, Laboratory @ 15% and Library @ 10%. 
Solution : 


By Fees Receivable 1,25,000 
Add Receivable 


4,000 
‘Add Outstanding By Hire of Hall 6,700 
By Entrance fees 2,000 

To General Expenses By Miscellaneous Receipts 10,000 
To Annual Function Expenses By Govemment Grant 32,300 
To Depreciation : By Interest on Investments 15,000 , 

Fumiture 1 
To Surplus-Excess of 

Income over Expenditure. 


are 
BALANCE SHEET OF S.D. SCHOOL as on 31st March, 1989 


EB 
Rs. i 
Creditor for Supplies 
Salaries Payable 10509 
General Fund* 4,70,000 Fees Receivable 4000 
Add Surplus 


Interest on Investments 
Receivable 


* General fund is the excess of 
trading concem, 


RECEIPTS AND PAYMENTS ACCOUNT n 


Ds fe oes and Payments Alcis a summary of the cash transactions of a 
idera period, showing cash receipts and cash payments for the period 
and bu eae headings. It commences with the opening balance of cash 
B eu iue It is debited with allsums actually received during the period, say 
Ус al which it is prepared whether or not they have accrued during the 
сое whether they are of capital nature or revenue nature. Likewise, it is 
UIT п all the sums paid away during the year, irrespective of the fact 
Be of cant ey relate to current year, past year or coming year and whether they 
тергесе pital nature or revenue nature. The balance of the account at any time 
Woon nts cash in hand or balance at bank or overdraft at bank. It is prepared 
rere ашп g concerns. In particular, itis prepared by professional men like 
Wk engineers and lawyers, charitable institutions like hospitals, dispen- 
Е » Schools and colleges, and clubs etc. 
Istinction Between Receipts and Payments Account and Income and Expendi- . 


re Account 


Receipts and Payments Income and Expenditure 
O ti Account Account 
tisasummaryofthecash trans- (1) It takes the place of a Profit and 
Loss A/cinnon-profit concems. 


(2) actions of a particular period. 
begins with the opening bal- 
"as and ends with the closing 
G) i ance of cash. 
"d Tecords all receipts and pay- 
ents and makes no distinction 
Ree Capital and revenue 
(4) Iti 1р5 or payments. 
рай des all sums received and 
the during the period whether 
У relate to that period or not. 


(RES D 
o ceipts are shown on the debit 
8 side and payments on the credit 
Diff. 
i Terence between the totals of 
of WO sides represents balance 
Cash at the close. 


бу а 

соп Not necessarily Бе ас- 
азі, ied by a Balance Sheet 
Can; Includes revenue as well as 
ital items, 


E 


(2) It has no-opening or closing 
balance of cash. 


(3) It records revenue items only 
and excludes capital items alto- 
gether. 


(4) Itincludes items relating only to 
the period for which it is pre- 
pared. Provision is made for 
outstanding expenses, accrued 
incomes and prepaid expenses. 

(5) Income is shown on the credit 
side and expenses on the 
debit side. 

(6) Difference between thetotalsof 
its two sides represents surplus 
(ifthe total of the credit side 
is greater than that of the debit 
side) or deficiency (ifthe total of 
the debit side is greater than that 
of the credit side). 

(7) Itis usually accompanied by its 
relative Balance Sheet. It in- 
cludes -revenue items only, 
whereas the Balance Sheet in- 
cludes the remaining balances. 
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CONVERSION OF RECEIPTS AND PAYMENTS ACCOUNT INTO 
` . INCOME AND EXPENDITURE ACCOUNT | 

Quite often, by mistake, Receipts and Payment A/c is taken asa substi 
for Income and Expenditure A/c and the closing balance of Receipts t 
Payments Account is treated as excess of income over expenditure. m а 
however, is wrong. There тау be cases when the balance of cash in han E 
quite large (e.g., when building or some property is sold) and still theexpen t 
‘may exceed income. Likewise, there may be cases when there is an over E 
at bank and still the income exceeds expenses. As such income has to 
distinguished from receipt of cash and expenses from payment of cash. 

In order to ascertain the netincome or loss of a particular period, inco 
and Expenditure A/c has to be prepared or Receipts and Payments A/c has 
be converted into Income and Expenditure A/c 


The important steps to convert a Receipts and Payments A/c into a? 
Income and Expenditure A/c are as under : 


1. Exclude the opening and closing balances of cash 
2. Exclude all the items of capital receipts and capital payments. 


z i , 2 te 
3. Exclude all the items of income and expenditure which do not n. 
to the current period, e.g., the income of the previous period received, inco 


FE z : д idin 
received in advance, expenses of the previous period paid or expenses pa} 
advance. 


Я Д been 
4. Provide for income which has accrued but which has not 
received, 


n 
5. Provide forexpenses which have become due but which have notbe* 
paid. { 1 
H . 5 Ш 
6. Provide for depreciation on fixed assets, reserve for bad and doubt 5 | 
debts and any other item that may be considered necessary. The account 


prepared would indicate the excess of income over expenditure orthe e 
of expenditure over income of that period. } 


d 
el 

In actual practice, however, the Income and Expenditure A/c is prep. 28 d 
by including in it all items of a revenue nature appearing in the Receipts” ij 
Payments A/c and relating to the given period for which the Income als 
Expenditure A/c is being prepared. The required adjustment entries 4 


passed. This may be explained with the help of the following we 


illustrations : ip 
88 
Illustration 2(a) . Calculate the income from Subscriptions for the year 17 

the following case : 500 

Jan. 1, 1988 Subscriptions in arrears or outstanding Rs 20 
Subscriptions received in advance Re 3000 
Subscriptions received during the year 1988 ES 250 

Dec. 31,1988 — Subscriptions in arrears or outstanding Re oq 
Subscriptións received in advance Re 
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Solution : 
Income from Subscriptions for the year 1988 — ' Rs. 


Amount received during the year 1988 3,000 
Less Subscriptions in arrears on Januarv 1, 1988 
(as they relate to 1987) -500 
2,500 
Add Subscriptions received in advance in 1987 
(as they relate to 1988) +300 
à . 2,800 
Add Subscriptions in arrears on December 31, 1988 . *250 ° 
3,050 
Less Subscriptions received in advance 9 


(as they relate to 1989) 
‚ Net amount to be credited in Income and Expenditure A/c 


E Illustration 2(b). Calculate the amount of Rent to be debited to Income and 
XPenditure A/c for the year 1988 in the following case : 


2,350 


J 
p 1, 1988 Rentoutstanding Rs. Mm 
7.31,1988 Rent paid in advance Ree 2m 
Solution : Rent paid during the year . 6, 
6,0 The charge to Income and Expenditure on account of Rent for 1988 will be Rs. 
000 as explained below : : " 
Rent paid during the year 1988 Gem 
Less paid for 1987 
6,500 
c —500 
Less paid for 1989 . o = 500 
6,000 


Net amount to be debited to Income and Expenditure A/c 
will be posted to Income and Expen- 


is, llus Y unt 
diture iv tration 2(c). Calculate what amo! M MSS 


© for the year ending 31st December, 1 

Stock of stationery on 1st January domm 

Teditors for stationery on 1st January 
Advances paid for item carried forward from 1987 

Otal amount paid for stationery during the year 1988 
Stock of stationery on 31st December 1988 

Teditor for stationery on 31st December 1988 К 
Advance paid for stationery on 31st December 198 


е PESTER e 
8 


So 


que tion ; x 
k of Stationery on 1st January 1988 i | 
Stationery received during the year ЖЖ 
Payment made during the year 200 
Less Payment made for 1987 zm 
Add Payment made in 1987 for stationery Eoo 


received in 1988 IET. 
MN 1,820 
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1,820 600 
Add Stationery purchased on credit +290 
2,110 
+ 2200 j 
Less payment made in advance 19107 ` 
2,510 
Less stock of stationery on 31st Dec. 1988 y 800 
Stationery used during the year 1988 1,710 


This sum of Rs. 1,710 which is the amount of stationery used during the year will 
be shown in Income and Expenditure A/c on the debit side, 


BALANCE SHEET 
The Balance Sheet of a non-profit concern is prepared on the same lines 
-as that of a trading concern. It includes all items of assets and liabilities 
(including the effect of the adjustments) at the date on which itis prepared. The 
excess of assets over liabilities is analogous to the capital ofa trading concern. 
‘but, in this case, it is called the Capital Fund or General Fund. 


TREATMENT OF SPECIAL ITEMS 


1. Entrance fees, Entrance fees or admission fees appear on the- 
receipts side of Receipts and Payments A/c. In case of schools and colleges 


` amount as the amount paid by new members is in the nature of premium 


towards the capital cost incurred in establishing the club by the existing 
members, 


-Inthe absence of any specific instruction in the question, the student n 
treat this item as income, buthe should append a note to this effect. As гер: id 
life membership fee, itis an item of anon-recurring nature, and hence it shou 
be capitalised. Е 4 

2. Donations. Donations appear on the receipts side of the Receipts Е 
Payments A/c. These are received by philanthropic and charitable institution? 


а special subscription may on 
Sports tournament ora party to be 8 
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to some V.LP. In such a case, if the function is held in the year in which the 
Subscription israised, both subscriptions received and the amount spenton the 
function are shown in the Income and Expenditure A/c of that year. If the 
Surplus on this accountis (i.e, subscriptions received minus the amount spent) 
Is to be used for a particular purpose, e.g., it may have to be transferred to 
Reserve for Sports Pavillion, it is shown on the liabilities side of the Balance 
Sheet. But if subscription is received in one year, say in December 1988 and 
the function isheld next year, then subscription received in 1988 willbe shown 
On the liabilities side of the Balance Sheet prepared in December 1988. In 1989 
when the function is held, the surplus will be treated either as income or will 
be shown in the Balance Sheet, as already explained. 

4. Legacies. Legacy is a gift by will especially of money received by 
а person from an ancestor or some other person. When a non-trading 
Organisation receives some amount on account of legacy, it appears on the 
Receipts side of Receipts and Payments A/c. It is not treated as income as it 
1s not of a recurring nature, and as such it is capitalised. But small amounts of 
legacies may be treated as income. 
.. 5. Sale of old assets. The amountrealised from the sale of an old asset 
is shown on the Receipts side of the Receipts and Payments A/c. Any profit 
Sale proceeds minus book value) or loss (book value minus sale proceeds) is 
Shown in the Income and Expenditure A/c—profit is shown on the Income 
Side and loss on the Expenditure side. This may be explained with the help of 


ап illustration 
ано ture on Ist January, 1988 is Rs. 6,000. Half 


EXPENDITURE ACCOUNT r 
T: 


n. on 31st December, 1988 


"i for the year ending 


To Loss on Fumiture : 
Book value on 
1.1.88 '3,000 


Less Depreciation 
for six months 150 


Less Sale proceeds 
T 
H Depreciation 
(On Rs. 3,000 for six 


топ 
Оп Вз. 3,000 for 
опе уеаг) 300 
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BALANCE SHEET 
as on 31st December, 1988 


Rs. 
Fumiture 3,000 
Less Depreciation 300 


If the book value of the asset sold is not given, itmay be assumed ha m 
book value is nil and the sale proceeds shown on the Receipts side О 
Receipts and Payments A/c are treated as income. 


Likewise the sale proceeds of old newspapers, used sports materials, E 
bats, balls etc., are shown on the Receipts side of the Receipts and Payme 
A/c. These receipts are of a recurring nature and are treated as income. 


6. Special funds—income and expenditure relating to these funds 
All expenses of a recurring nature are as a rule shown in the Income s 
Expenditure A/c But if a special fund has been created for an expense as, E 
example, sports fund in a College or a charity fund ina club, then the expen: 4 
incurred is not shown in the Income and Expenditure A/c but is shown Pi 
deduction from the respective fund on the liabilities side of the Balance Sh 


Likewise if any income accrues to a special fund, it is not treated 


income in the Income and Expenditure A/c but is added to that fund on 
liabilities side of the Balance Sheet. 


: © 
Itis important to note that if the amount of a special fund and the inca 
accruing to it are smaller than the expense incurred, the deficit or shorta£ 
shown on the Expenditure side of Income and Expenditure A/c. 


and 
Illustration 4. From the following Receipts and Payments A/c of Alfa Club? 


information given below, prepare the Income and Expenditure A/c for the year €^ 
31st December 1988, and Balance Sheet as on that date. 


RECEIPTS AND PAYMENT ACCOUNT 


RS 
E Rs. 2,000 
Balance on 18: Jan. 1988 2,000 Salaries 150 
Entrance fees : 200 Electric Charges 400 
Subscriptions for the year y Rent 250 
1987 500 Printing and Stationery 
1988 4500 Мем Fumiture purchased 2,000 
1989 700 on 1st July, 1988 
Interest on Investments 200 Investments @ 12% р.а. 3,000 
Profit on entertainments 1,200 on Ist April, 1988 500 
Other е: 1 
Balance on 31st 000 


1: 
December,1988 30 
9,300 228 
Н А unt ov 
Depreciate Furniture by 10 per cent p.a. on 31st December, 1988 amo Joo"! 
Om account of Salary is Rs. 400; Subscriptions outstanding are Rs. 300. On 15 
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an the Club possessed Fumiture worth Rs. 3,000 and owed Rs. 200 on account of 


Solution : 
55 INCOME AND EXPENDITURE ACCOUNT 
: for the year ending on 31st December, 1988 Cr 
d Rs. Rs. Rs. Rs. 
To Salaries 2,000 By Entrance Fees 200 
Less Salaries for By Subscriptions 4,500 
1987 paid in 1988 _ 200 Add Outstandings 300 
1,800 4,800 
Add Outstanding By Interest on 
for 1988 400 Investments 200 
TO Elect; 2,200 Add Outstanding 70 270 
Ток, ectric Charges 150 | By Profit on —— 
To Prati 400 Entertainments 1,200 
To ting and Stationery 250 
Other Expenses 500 
9 Depreciation on Fumiture 
(On Rs. 3,000 for 
one year) 300 
3 Rs, 2,000 for 
T months 
Excess of Income over 
Expenditure 
BALANCE SHEET OF E CLUB 


Subs. 
pee d Investments 3,000 
Cipit Wtsanding. is Interest on Investments S" 

ya Tund ж accrued 

pat January, 1988. 5,30 Subscriptions Reccived 300 

dd Surplus for the Е en 

TS ~ 2570 meni) 

Less Depreciation 400 4,600 


“pital fan jabiliti 7 is ascertained as follows : 
dis sets over liabilities ап 
ur on 1st January, 1988 


BALANCE SHEET OF ALFA CLUB 8s 


Salan 
с Owing 
al Fund (Balancing 
Figure) 500 
|__ 3,000 
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i i f a club for the 
tion 5. From the following Receipts and payments Alco: 
car ERES st December, 1988, and the additional information, prepare one 
AT Expenditure A/c for the year ended 31st December, 1988 and a Balance 
on that date: 


Rs. 
ij Payments 

Receipts Rs. E 1,500 

To Balance bit . 1,500 By Salaries 600 
To Subscriptions By Entertainment Expenses 200 
1987 100 By Electric Charges 300 

1988 - 2000 By General Expenses 1,000 

1989 200 By General Investments ` 200 

To Entertainment Receipts 1,000 By Stationery and Printing 300 
To Sale of old Fumiture By Newspapers 200 
(Book Value Rs.100) i 60 Ду Бе ee 200 

To Sale of Newspapers 40 y Fumi! 000 
To Donation to Sports Fund 2,000 By Expenses on Sports Events F 000 
To Interest on Sports Fund 1,200 By Sports Fund Investments 500 
By Balance c/d <a 
8,100 28023 


The club has 250 members each paying an annual subscription of Rs 1 1 
Rs.50 is still in arrears for subscriptions for 1987. In 1987 10 members ^ 
paid their subscriptions for 1988 as well. ding 

Salaries paid included Rs.100 for 1987 and Rs.150 for 1989. Outstan' 
salaries for 1988 amounted to Rs.200. ч ed at 

On Ist January 1988, the club owned land and building valu 


d 
Rs.20,000 and furniture valued at Rs.1,100. On that date it has Sports FUP 
Rs.10,000. 


Interest for 3 months at 10 per cent per annum has accured on gen 
investments. 


Solution: 


INCOME AND EXPENDITURE ACCOUNT 
for the year ended 31st December, 1988 


Rs. 
To Salaries By Subscriptions 2,000 
Less paid for 198 Add Received in 1987 100 
Add Outstanding 00 2,500. 
Less paid in 
advance By Surplus from 
Entertainments : 
Add Outstanding Receipts 1000 400 
Payments . 600 40 
By Sale of Newspapers 
To Electric Charges Ву Interest on General کر‎ 
To General Expenses Investments 
To Stationery and Printing 
To Newspapers 
To Garden Ex 
To Loss on Sale of Fumiture 
To Excess of Income over 


Expenditure 
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BALANCE SHEET 
as on 31st December,1988 


Rs. Rs. 
Sibecripuon Received Cash HS 
3n advance 200 | Sports Fund Invest- 
Salaries Outstanding 200| шеш 10,000 
ports Fund 10,000 Addition during 
Add Donation 2,000 the year 2000 
Add Interest 1,200 12,000 
13,200 General Investments 1,000 
Less’ Expenses 1,000 Salaries paid in advance 150 
Casi 12,200 Interest accrued on General 
“pital Funde 22,550 Investments 25 
Add Surplus 275 Subscriptions Outstanding 
22,825 for 1987 50 
for 1988 400 
р 450 
Addition during 
the year 
Less Sold 1,300 


Und, 


Sales 
sus Outstanding 
criptions Received 


їп ad 
Spon; UMS 


Capita Find 
(Balancing figure) 


BALANCE SHEET as on 1st Јап.1988 


Illustration 6. The following is the Receipts and Payments A/c of the Madras 


Land and Building 


No ascertain Capital Fund, Balance Sheet is prepared on 1st January, 1988 as 


Cash 1,500 
Subscriptions 

Receivable (100+50) 150 
Sports Fund Investments 10,000 
Furniture ~ 1,100 


Sho 
"tS Club for the year ended on 31st December, 1988. 
To Recei, Rs. Payments Rs. 
To Balance (1 Tê) 2400 By Secretary's Salary 3,600 
To x с Poes 00 By Upkeep of Grounds 2,100(c) 
To $ s of Concerts 2,500 By Wages of Groundmen 2,400(d) 
To Tn йріопе 87006). By Ground Bnd Postage 130 
i By Printin 
est on investments 500(6) By © Repairs 175 
By Balance (31.12.88) 5,975 _ 
E 1460 
سے‎ 
d KG ing brought fro: i 
i 500: = iter includes subseripuons ошаш ор эур as TreviOus 


b 5 8 i 
Peri ) Thisamountincludes Rs. 100 in respect of inte: 
d. i 


~ 


rest aċcrued in the preceding 


T НА 
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(c) This item includes Rs. 300 applicable to the previous year. 

(d) This item includes Rs. 150 applicable to the previous year. a 

Otherledger balances at the commencementof the financial period were: Сары 
Fund Rs. 40,100; Income and Expenditure Account credit balance brought forw hs 
Rs. 8,900; Club premises and grounds (as per valuation) Rs. 30,000; Investmen 
Rs. 10,000; Sports equipment Rs. 2,450; Furniture and Fixtures Rs. 4,000. 

From the above particulars, prepare a Balance Sheetat thecommencement of the 


period, an Income and Expenditure A/c for the period and a Balance Sheet as at the 
close of the period. 


Entrance fees are to be capitalised. The outstanding liabilities on 31 st December, 


1988 were : Wages Rs. 200 and Printing Rs.100. Interest accrued and outstanding ОП 


Investments was Rs.120. Depreciate Club Premises by 2%, Furniture by 5% and Sports 
Equipment by 50%. 


Solution : 


BALANCE SHEET OF MADRAS SPORTS CLUB 
as on 1st January, 1988 


Income and Expenditure A/c 


Cash 


Credit Balance brought Investments 10000 
forward Interest Due E 

Outstanding Expenses : Subscriptions Due 450 
Repairs of grounds 300 Sports Equipment 2, 
Wages of groundsmen 150 Premises 30, 

Capital Fund (Balancing Fumiture and Fixtures 4 
figure) 


INCOME AND EXPENDITURE ACCOUNT OF MADRAS SPORTS сив 
for the year ending 31st December, 198& 
Dr. 


To Secretary's Salary 
To Wages of Groundsmen 
(2,400-150+200) 
ToGrounds Upkeep (2,100-300) 
To Printing and Postage (200+100 
To Sundry Repairs 
To Ground Rent 
To Depreciation : 
Sports Equipment 1,225 
Premises 600 
Furniture ^ 200 
To Excess of Income over 
Expenditure 


By Subscriptions (8,700-500 
By Proceeds of Concerts 
By Interest on Invest- 
ments (500-100+120) 
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BALANCE SHEET OF MADRAS SPORTS CLUB 
as on 31st December, 1988 


Liabilities 
Outstanding Expenses : Cash 5,975 
Wages 200 Investments 10,000 
Printing and Interest Due 120 
a Postage 00 SportsEquipment 2,450 
Income and Expenditure A/c Less Depre- 
Balance 8,900 ciation 1,225 1,225 
Add Surplus of the Fumiture 4,000 
year 720 Less Depre- 
ciation 200 3,800 
Capital Fund 40,100 Premises 30,000 
Add Entrance Fees 500 Less Depreciation 600 29,400 


ee. |) 
E Any balance (surplus бт deficit) si.own by Income and Expenditure A/c is generally 
t dusted in the General or Capital Fund but here itis shown separately because of the 
quirement of the question. 
E paration of Receipts and Payments Account when Incomeand Expen- 
Iture Account and other information are given a 2 
Sometimes students are asked to prepare Receipts and Payments А/С in 
aspect ofacertain period from the Income and Expenditure A/c forthat period 
ad Balance Sheet prepared at the end of that period. They may also be given 
ane helping information. A student should not find this GERE meane n 
an à Case reverse gear is to be applied. This may be explained with the help 
the following three illustrations : 
198 Illustration 7(a). Calculate the amount of. subscriptions received during the year 
От the following information. Re 
one from subscriptions for the year 1988 15,600 
© other relevant information 15: 950 
(а) Subscriptions outstanding on 31st Dee 1987 
(b) Subsctiptons кы in advance оп 31s TA 
ecember, 1 840 
(c) Subscriptions outstanding on 31st December, 1988 
(d) Subscriptions received in ad 
December, 1988 


151 
vance on 315 450 


Solution : 


"rin dens) and (6) will be found in the Balance Sheet 
additi, A 5 
S in ik ms (c) Bes CER in tlie Balance Sheet as on 31st December, 1988 
© additional information i re 
J r jeni bscriptions for 
the, ‘owl wane 600, i.e., income from su i 
Year] d iste де Бас KE which you have already done, you will 

. FTO! 


as on 31st December, 1987, 
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now that the following procedure was followed : 


ipti i i 88 Rs. x (The value of x is 
Subscriptions received during 19 E e 
Less received relating the 1987 —950(a) 
Add received in 1987 for 1988 +760(b) 
Add outstanding for 1988 +840(c) 
_ Less received in advance for 1989 —350(d) 


and this is equal to Rs. 15,600 


So Rs. 15,600 = x -(a) + (b) (c) - (d) 
=х-950 +760 + 840 – 350 
=х- 1300 + 1600 
=х+ 300 
отх = Rs. 15,300, i.e., Subscriptions received during the year 1988. 


{illustration 7(b). Calculate the amount paid for stationery during the year 1988 
from the following information : 


Rs. 
Amount shown in the Income and Expenditure Account 

on account of stationery used during 1988 2,825 
The other relevant information is : 
(а) Stock of stationery on 1st January, 1988 a 
(b) Creditors for stationery outstanding on 1st January, 1988 6 0 
(c) Stock of stationery оп 31st December, 1988 15 


(d) Creditors for stationery outstanding on 31st December, 1988 390 
Solution: 


The figure of Rs. 2,825, i.e., the amount charged to Income and Expenditure 


(2 
A/c on account of stationery used during the year 1988 must have been found in th 
following manner : 


Rs. 

Stock of Stationery of 1.1.88 900 

Add payments made during the year +х (to be found) 

Less paid for 1987 —600 

Add Outstanding for 1988 +390 

Less stock on hand on 31.12.88 —150 

Stationery used during 1988 2,825 

ie,90043-6004390-150-2,825 

от х+1290-750-2,825 

of x= 2825-540 

= Rs. 2,285, i.e., payments made for stationery during 1988. 

Illustration 7 


Бо? 
(©). Calculate the amountof Salaries paid during ћсуеаг1988 7 — 
the following information : 


Rs. 
Amount of Salaries charged to Income and Expenditure 9,150 
Account for the year 1988 Ў 
Additional information is : 150 
(а) Amountoutstanding 31.12.1987 600 
(b) Amount outstanding on 31.12.1988 


(c) Amount paid in advance on 31.12.1988 
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Solution : 
In this case, the amount of Salaries paid has been calculated without using the 


algebraic equation. 


Rs. 

Salaries charged to Income and Expenditure A/c 9,750 
Add Salaries paid for 1987 +750 
10,500 

Less Salaries outstanding for 1988 — 600 
9,900 

Add Salaries paid in advance +400 
Salaries paid during 1988 10,300 


L Illustration 8. From the following Income and Expenditure A/c of Happy-Go- 
М Club and the appended information, prepare Receipts and Payments A/c & for 
88 and Balance Sheet as at 31st December, 1988 : 


Expenditure Income 
. Rs. Rs. 
a Salaries 2,000 By Entrance Fees 125 
то General Expenses 625 By Subscriptions 5,750 
a Rent 800 By Receipts for 
Te Stationery and Printing 225 Annual Dinner 500 
9 Audit Fees 125 By Profit on Annual x 
To Secretary's Honorarium 450 Sports 375 
To д. Papers & Periodicals 550 
To типш Dinner Expenses 750 
To Гей & Bank Charges 15 
To Бе оп 150 
cess of Income over 
Expenditure 1,000 
6,750 зо 
ғ , aus 
Saat? Outstanding on 31st December, 1987 Ас 2x 
Sub, û Outstanding on 31st December, 1988 Ј RESO 
Sup, рЧопс outstanding on 31st December, 1987 ROF 
Sup Ptions received in advance on 31st December, 1987 
"бср ived i December, 1988 Rs. 135 
Subse Ons received in advance on 31st 2 Rs, 375 
Rs. 30 


Can Чоп outstanding on 31st December, 1988 ; 

Audit p Pontes include insurance prepaid to the extent O 
in, 68 for 1988 are outstanding. 

Re, 502 1988, audit fees for 1987 Rs. 100 were paid. 


Th... Vere realised fro, wspapers etc. R 

Taisen? Sports арын а id any, М Р Recht 
haq 8 т 

Фп. Pment was valued at Rs. 1350003 1st December TT club owned a freehold lease 


BY, 
шл.» 1988, the cash in hand am 
“valued at Rs. 7,000. 


"lon; Bal Sheet prepared ог 
е i ance А 
le Taq ital Fund has been found out from the following 


› 1988; 


~ 
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HAPPY-GO-LUCKY CLUB 
BALANCE SHEET as on 1st January, 1988 


E mE ыш A. боон Outstanding 300 
Salaries Outstanding Sports Equipment Ev 
Audit Fees Outstanding Freehold Grounds. , 
Capital Fund (Balancing 

figure) 


HAPPY-GO-LUCKY CLUB 
RECEIPTS AND PAYMENTS ACCOUNT 


for the year ended 31st December, 1988 сг 


Rs. Rs. 
To Balance b/d By Salaries 2,000 
To Entrance Fees Add Salaries paid 
for 1987 200 
To Subscriptions as (л) 
per Income and Less Salaries out- 225 
Expenditure A/c 5,750 standing for 1988 975 
Add Subscriptions 1, 
received for 1987 By General Expenses 625 
6,050 Add Insurance 655 
Add Subscriptions ` prepaid 30 300 
received for 1989 135 By Rent 
6,185 By Stationary & 225 
Less Subscriptions Printing 100 
for 1988 received By Audit Fees for 1987 450 
in 1987 225 By Secretary's Honorarium 
5,960 By Newspapers and 
Less Subscriptions Periodicals 600 
for 1988 Less Realised from 
outstanding 375 5,585 sale of old 550 
To Receipts for Annual ег 500 Newspapers 50 
To Profit on Annual Sports By Annual Dinner 
(Receipts less Expenses) 375 Expenses 
By Interest and Bank 
Charges 
By Sports Equipment 
purchased : 
Ason3lstDec. 1,350 
Add Depreciation 150 
1,500 
Less as on Ist Jan. 1,300 
By Balance c/d 
To Balance b/d 


= 
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BALANCE SHEET OF HAPPY-GO-LUCKY CLUB 
as on 31st December, 1988 


Subscripti AT Rs. * А 
iptions received in Cash in hand 1,505 
NS Advance _ Insurance prepaid 30 
$ it fees outstanding Subscriptions 
апе outstanding Outstanding 375 
арпа! Fund 8,775 Sports Equipment 
Add Surplus for asonlstJan. 1,300 
1988 1,000 Additions during 
the year 200 
Less Dep. 1,350 
Freehold Grounds 


` Illustration 9. From the following Income and Expenditure Account of the 


One-Such Club in respect of the year ended 31st December, 1988, a Balance Sheet 


Es that date and the additional information, prepare Receipts and Payments Account 
T the year ending 31st December, 1988: í 
Dr. INCOME AND EXPENDITURE ACCOUNT e 


By Subscriptions 
By Sports Tournaments 
By Dividend received 


п 31st December, 


Rs. 


ildi 1.1.1988 

$ Building on 20,000 
“Dering: Less Dep. 1,000 
Ty, An nS in on 
len dvan Investment 40,000 

"tne Bil 160 11 EN 

ut: Additions 42,500 
Sent | "um | 


1988 


1, ef 


Sub, Urther informed that on 1st January» 


SCHnr: 
criptions of Rs, 90 were in arrear. 
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2. Stock of Stationery was worth Rs. 100. 
3. Expenses outstanding were Rs. 140. 
4. Rates prepaid were Rs. 300. 


Solution : . 
is RECEIPTS AND PAYMENTS ACCOUNT OF NONE-SUCH CLUB 
Dr. forthe year ending 31st December, 1988 Cr 


To Balance b/d 


(Balancing figure) 
To Subscriptions : 4,500 3,940 
Add Received in 
advance on 
31.12.88 160 
Less Outstanding 
0n 31.12.88 1,020 
Add Outstanding 
on 1.1.1988 
To Sports Tournaments Less advance 
To Dividend оп 1.1.1988 300 1,200 
Ву Telephone 
Less Our 
at the end 70 200 


By Sports Expenses — ——— 3,000 
By Sundry Expenses 1,710 

Add Outstanding 

inthe beginning 140 1,850 
By Investments R 2'500) 
By Balance in Hand 

and at Bank 900 


Illustration 10. The Lók Kalyan Dispensary had the following Income and 
Expenditure Account for the year ending on.31st December, 1988 : 


Dr. INCOME AND EXPENDITURE ACCOUNT 


To Salaries 

To Surgery and Dispensary 

To Rent and Taxes 

To Insurance 

To Office expenses 

To Depreciation : Rs. 
Building 3,750 
Furniture 120 
Instruments 


To Surplus of Income over 
Expenditure 
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Other information is as follows : 


31.12.1987 31.12.1988 

Rs. Rs. 

Cash-in-hand and at Bank 7 18,700 
Securities (Face Value Rs. 2,00,000) 1,80,000 1,80,000 
Subscriptions Outstanding 7,000 10,000 
Subscriptions Received in Advance 200 600 
Salaries Outstanding 1,000 1,500 
Furniture ~ 27000 1,980 
Land and Building 2,00,000 1,96,250 
Instruments 3,500 3,900 
S Expenses due 200 300 
Stow or Medicines 300 100 


You are required to prepare the Receipts and Payments Account for 1988 and also the 
Balance Sheet as on 31st December, 1988. 


Solution : : 
RECEIPTS AND PAYMENTS OF THE LOK KALYAN DISPENSARY 
Dr. for the year ended 31st December, 1988 Cr. 


To Balance b/d 
(Balancing figure) 


To Subscriptions 25,000 


Less Outstanding Add Ovt- 
for 1988 standing on 
31.12.1987 23,00) 
Add Outstanding By Surgery and 
for 1987 Dispensary 


Add Received in 
advance for 1988 600 
72,600 

Less Received in 


advance at the 
end of 1987 200 
To Interest 
_ Tò Donations 
To Miscellaneous 
Receipts zo 
BY amine 200 
у Office Expenses 800 
By Fumiture on 
31.12.88 
Add Depreciation 
Less on 
31.12.1987 100 
By Instruments on 
31.12.1988 
Add Depreciation 
Lesson 
31.12.1988 500 
By Balance c/d 18,700 
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BALANCE SHEET as on 31st December, 1987 


Subscriptions Received in Cash-in-Hand and at Bank 


Government Securities 1,80,000 
Shes ср Subscriptions Outstanding 7,000 
Stngery.Expenses Due Stock of Medicines 200 
Capital Fund (Balancing Instruments 3200 
figure) Fumiture A 
Land and Building 
BALANCE SHEET as on 31st December, 1988 
Subscriptions Received Cash in Hand and at Bank 
in Advance Government Securities 1,80,000 
Salaries unpaid Subscriptions Outstanding 10,000 
Surgery Expenses due 300 | Stock of Medicines 100 
Capital Fund 4,02,200 Instruments on 31.12.1987 
Add Surplus 6,330 3,500 
4,08,530 Addition during the 
year 500 
Less Dep. 100 
б 3900 
Fumiture on 
31.12.1987 2,000 
Addition during 
the year 100 
Less Dep. 2 
Dep. 120 1,980 
Тапа and Building 
2,00,000 
Less Dep. 3,750 |1,96,250 
Mbps istoc cas 


inni incomes accrued but ivedatthe 
beginning or at the end of the year notreceiv 
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Sales -or purchases of assets can be ascertained from Receipts and 
Payments A/c. The items which appear in Receipts and Payments A/c but not 
in Income and Expenditure A/c relate to capital items. These must be 
Separately noted down and shown in the Balance Sheet as usual. 


These points are explained in the following twa illustrations : 
Illustration 11. The following particulars relate to a club : 
INCOME AND EXPENDITURE ACCOUNT 


Dr. for the year ended 31st December,1988 Cr. 
Rs. Rs. 
To Salaries 1,500 By Entrance Fees 10,500 
- To Printing and Stationery 2200 By Subscriptions 15,600 
To Advertising 1,600 By Rent Received 4,000 
To Audit Fees 500 
To Fire Insurance 1,000 
To Depreciation on Sports 
Equipment  - 9,000 
To Excess of Income over 
Expenditure 14,300 
30,100 30,100 
RECEIPTS AND PAYMENTS ACCOUNT 
Dr. for the year ended 31st December,1988 Cr. 
Rs. Rs. 
To Balance b/d 4,200 By Salaries 1,000 
To Entrance Fees + 10,500 By Printing and Sta- 
To Subscriptions : tionery 2,600 
1987 600 By Advertising 1,600 
1988 15,000 By Fire Insurance’ 1,200 
1989 400 By Investments 20,000 
To Rent Received 3,500 By Balance c/d 7,800 
34,200 34,200 


Theassets on IstJanuary,1988 included Club grounds and pavilion Rs, 44,000; Sports 
oe Rs. 23,000 and Furniture and Fixtures Rs. 4,000. Subscriptionsin arrears on that date 
were Rs. 800. 


Prepare the Balance Sheet as at 31st December, 1988. 
Solution : 


Before giving the solution, a few hints have been given below : 
(A) Compare the Expenditure side with the Payments side, 


(1) InIncome and Expenditure A/c salaries for the year 1988 appear at Rs.1,500 
Whereas in Receipts and Payments A/csalaries paid appear at Rs.1,000. What does this 
mean ? This can mean either of the two things : 1 


(а) Rs. 500 were paid in advance on account of salaries at the end of the year 
1987, i.e., for the year 1988, or 


(b) Rs.500 are outstanding on account of salaries at the end of the year 1988, 


Normally salaries are not paid in advance and hence the better presum tion i 
that Rs,500 are outstanding on account of salaries at the end of the ge 1988 Hence 
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this Rs. 500 will appear on the liabilities side of Balance Sheet prepared on 31st 
December, 1988. 


(2) Amount paid on account of Printing and Stationery is Rs. 2,600 (refer to 
Payments side of Receipts and Payments A/c) and amount shown as expenditure on 
account of this item in Income and Expenditure A/c is Rs.2,200. This means either 
Rs. 400 have been paid in advance for 1989 or Rs.400 have been paid for 1987 (and 
this is a better presumption as normally such expenses are not paid in advance). Thus 
this sum of Rs. 400 will appear as an outstanding item in the Balance Sheet prepared 
on 1st January,1988. 


(3) Advertising paid amounts to Rs.1,600 and the whole of this sum appears as 
an expense. This means there is no adjustment relating to this item. 


(4) Audit fees Rs..500 are outstanding. 


(5) Fire Insurance Rs. 200 is paid in advance. The sum paid is Rs.1,200 whereas 
expense on this account has been shown at Rs.1,000. This sum may be paid in advance 
but it is never in arrears or outstanding. 


(6) Depreciation on Sports Equipment (appearing in the Income and Expendi- 
ture A/c) will be shownas a deduction from Sports Equipment appearing in the Balance 
Sheet prepared on 31st December,1988. 


(7) Instruments Rs. 20,000 (appearing in the Receipts and Payments A/c) will 
appear on the assets side of the Balance Sheet prepared on 31st December,1988. 
(B) Compare the Recelpts side with the Income side i 


(1) Income from Entrance Fees 


is Rs,10,500 and Entrance Fees received also 
amount to Rs.10,500. This means the; Ж 


re is no adjustment relating to this item, 


Subscriptions Rs, 400, received in advan 
Liabilities side of the Bal Sate 


year 1989, will appear on the 
ance Sheet prepared on 31st December. 1988, ^^ 


Printing and Stationery T 200 
Outstanding N Ы 

Capital Fund (Balancing Spon eons Outstanding А so 
figure) Fumiture and shines 4,000 


Club Grounds 


Dr. BALANCE SHEET as on 31st December, 1988 Cr. 


Rs. Rs. h 
Salaries Outstanding Cash — i 7,800 
Audit Fees Outstanding Subscriptions Outstanding 
Subscriptions received in for 1987 200 
advance for 1988 600 
Capital Fund 77,600 стоката zd 20 
Add § 14,300 ent Receivable 
xe - Investments 20,000 
Sports Equipment 25,000 ` 
Less Deprecia- 
tion 9,000 16,000 
Fumiture and Fixtures 4,000 


Club Grounds 


Illustration 12. From the following accounts taken from the books of S.S.Hospital - 
for the year ending 31st December,1988, you are required to prepared its opening 
Balance Sheet as on 1st January,1988 and its closing Balance Sheet as at 31st 
December,1988. 


Dr. RECEIPTS AND PAYMENTS ACCOUNT Cr. 


To Balance : By Payments : 
Cash Fumiture purchased 1,000 
Bank Instruments purchased 2,000 
Govt. Securities Surgery and Dispensary 1,500 
To Receipts : Diet expenses 2,500 
Subscriptions Rent 2,400 
Donations Insurance 500 
Interest Office Expenses 1,200 
Miscellaneous Salaries 24,000 
Miscellaneous Expenses 200 

-By Closing Balances : 

Cash 1,800 
Bank 17,000 


Govt. Securities 


Rs. 

To Salaries paid: ^ 24,000 
Less for 1987 1,500 
22,500 

Add Outstanding 1,000 


By Subscriptions 
Received 30,000 


Less for 1987 10,000 


(Contd.) 


438 INCOME AND EXPENDITURE ACCOUNT (Contd.) 


Rs. Rs. 
1 Add outstan- 
t Expenses 
Lg as 2090 28,000 
а Dispen: e] | 
T a secs By Donations Ў 6,000 
To Rent paid 2,400 By Interest 
Less for 1987 200 Received 10,000 
Less for 1987 2,500 
dd Outstandin; 
A ul g pn 
To Insurance 500 Add Outstand- 
Prepaid ing 2,500 
TEE с 10,000 
To Office Expenses By Misc. Receipts 500 
To Misc. Expenses 
To Depreciation : 


Building @ 2-1/2% 

Fumiture @ 10% 

Instruments @ 20% 
To Surplus 


Depreciation on all assets has been worked out for the full year. Value of building 
is exclusive of the cost of land of the hospital amounting to Rs. 50,000. Government 


securities of the face value of Rs. 2,00,000 (cost Rs.1 ,80,000) represent investment of 
the endowment fund of the hospital. 


Solution : 


BALANCE SHEET OF S.S. HOSPITAL 
as on January 1, 1988 


Rs. Rs. 
Expenses outstanding : Cash in Hand 600 
Salaries 1,500 Cash at Bank 7,000 

Rent 200 Endowment Fund Invest- 
ments (Govt. Securities) 1,80,000 
Endowment Fund Ч Subscriptions outstanding 10,000 
General Fund(Balancing Interest outstanding 2,500 
figure) Instruments* 4,000 
Fumiture** 3,000 
Buildings 2,00,000 
Land 50,000 
457,100 


* The value of instruments has been с. 


alculated in the followi : 
Rate of Depreciation 20% ae шш 


Amount of Depreciation Rs.1,200 
Value of instruments at the end of the year = 1200x100 ,. 6,000 
Instruments Purchased during the year Rs. 2,000 20 


Value of instruments at the beginning of the year 


** The value of Furniture can also be found out in the like 


=6,000-2,000 = 4,000 
manner. 


BALANCE SHEET as on December 31,1988 


Expenses Outstanding : 
Salaries 
Rent 


Endowment Fund 


* General Fund 


Add Surplus 


1. What is Recei 


Account ? 


2,75,400 


6,150) 


TEST QUESTIONS 
pts and Payments Account ? How does it differ from Cash 


Cash in Hand 1,800 
1,250] Cast at Bank 17,000 
1,80,000| Endowment Fund Invest- 
ments (Govt. Securities) 1,80,000 
Subscriptions out- 
2,81,550 standing 8,000 
Interest outstanding 2,500 
Prepaid Insurance 100 
Instruments 4,000 
Addition during 
the year 2,000 
6,000 
Less Depre- 
ciation 1,200 
ا‎ 4,800 
Land 50,000 
Buildings 2,00,000 
Less Depre- 
ciation 5,000 
1,95,000 
Fumiture 3,000 
Addition during 
the year 1,000 
4,000 
Less Deprecia- 
tion 


4,62,800 


2. Whatis Income and Expenditure Account ? Who prepares this Accoünt ? 


3. How does Income and Ex; 


Payments Account ? 


penditure Account differ from Receipts and 


4.. Can we regard the balance of Receipts and Payments Account as income ? 


If not, why not ? 


5. How is Receipts and Payments Account converted into Income and 
Expenditure Account ? 


6. HowcanBalance Sheetbe prep: 


and Receipts and Payments Account ? 


7. (а) Distinguish between Receipts and Payments Account and Income and 
Expenditure Account. 


ared from Income and Expenditure Account 


i d 
i Receipts and Payments Accountinto Income an 
e adea art T / (All India SSCE, 1982) 
i Income 
i between Receipts and Payments Account and 
reperies AAE HO anIncome and креп Account 
fe 1 t ther relevant information ? 
from a Receipts and Payments Account and other re! 297 а 


PRACTICALEXERCISES 


Insurance premium paid Rs, 310, ' (Adapted from All India SSCE, 1980) 


2. _Fromthe following particulars prepare an Income and Expenditure Account 
of Alfa Club for the year ended 3 Ist March, 1989: 


Rs. 
Rent, Rates & Wages paid 1,500 
Caretaker's Wages paid 1,400 
Billiard Room Receipts (net) 1,450 
Subscriptions Received 2,500 
Fuel and Gas paid 750 
Printing & Stationery paid 350 
Salaries paid 2,000 
Refreshment Room Receipts (net) 2,400 
Sub-letting of Hall 500 
Repairs paid /450 
Included in Subscriptions Received are Rs. 200 due for the previous year, and 
Rs, 150 subscriptions paid in advance Subscriptions in arrears at March 31, 1980 were 
Rs.450. A quarter'srent Rs; 300 was due; Rs. 125 Weredue to the Gas Company. Rates 
Prepaid amounted to Rs. 80, 


{ D е amounted to Rs. 18,500, and 
atthe end of the year Rs. 3,500 WAS owing to hin, Hi unted to 


700 in the year 1988-89, 
outstanding at the end of the Years 1987-88 ang 


1988 and 1989. 


4. From the following Recei; ents Account of the Alpha Club for 
the year, ending on 31st March, 1989 and further particulars given blow, prepare an 
Income and Expenditure Account of the. Alpha Club for the year ending 31st March, 
1989: 
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ALPHA CLUB 
RECEIPTS AND PAYMENTS ACCOUNT 
for the year ending on 31st March, 1989 


Rs. 
To Balance b/d : By Staff Salaries 2,336 
Cash By Rent and 
Bank 1,650 
1989 
Mar. |31 | To Membership 228 
subscription 79 
To Donation 
To Entrance Fees 122 
To Sale of News- By Newspapers 
papers and Maga- and Magazines 228 
zines By Fumiture 525 
By Balance c/d 
Cash 
Bank 


Membership subscription includes collection of Subscription in arrears on 31st 
March, 1988 to the extent of Rs. 750. An amount of Rs. 1,050 is subscription due by 
members on 31st March, 1989: 
The following expenses were outstanding on 31st March, 1989 : 
(а) Staff Salaries Rs. 146 
(b Rent & Taxes Rs. 120 
5. From the following particulars extracted from the records of Young Ladies’ 
iD Prepare an Income and Expenditure Account for the year ended 31st March, 


Rs. 

Salaries paid 2000 
Lighting and Heating изо 
Printing and Stationery (including Rs. 50 

paid for last year) 330 
р зс з: Received (including Rs. 200 

received in advance, and Rs. 500 for las 4,000 
Net Proceeds of Refreshment Room 107189 ui 4,500 
Visitor's Fees = 1,400 
Miscellaneous Expenses 200 
Loan Interest for half year 600 
Rent and Rates (including Rs. 100 prepaid) yoo 
Locker Rents received 


450 
Subscriptions in arrears at March 31 ‚ 1989 were Rs. 800. Arnounts due at March 


31, 1989 were Rent Rs. 400, Half-year's Interest and Salaries Rs. 120. 


Rs. 2,000 are still outstanding for 1988-89. 
. 1,200 were received in advance during 1987-88. 
Rs. 1,000 have bcen received in advance for the year 1988.89 


(Adaptedfrom All] пайа SSCE, 1 986) 
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ing ‘ i Н f the ‘Delhi 
the following ‘Receipts and Payments Account о! ) 
RUE xcd theyearended 31st March, 1989 into an ‘Income and Expenditure 
Account' : 


i Rs. Payments Rs. 

ed Be 1.4.88 2,010 Salaries of Nurses 656 
Des Quas 1,115 Board, Laundry and 

> Domestic help 380 
from non-members 270 Кем, Rates & Taxes 

Moricipd gant. 1,000 Cono Moet 2,000 

Donations for Building Fund 1,560 Expenses foped ип 

Interest 38 Drugs and Incidental Expenses 
Balance c/d 1247 
5,993 5,993 


A donation of Rs. 100 received for Building Fund was wrongly included in 
Subscriptions Account. A Bill of medicines purchased during the year arnounting to 
Rs. 128 was outstanding. 


8.- The following is the Receipts and Payments Account of the Royal Club for 


the year ended 31st March, 1989 : 

Receipts Rs. P. Rs. 
Balance at Bank 3,90 Rent and Rates 1,680 
Entrance Fees 2,550 Wages 2,450 
Subscriptions 16,000 Lighting Charges 
Donations 1,650 Lecturers’ Fees 4,350 
Life Membership Fee 2,500 ^ Books 2,130 
Interest 140 Office Expensés 4,500 
Profit on Entertainments 420 8% Fixed Deposits on 1.10.88 8,000 

: Cash at Bank 2,420 
Cash in Hand 200 
26,450 í | 26,450 
In the beginning of the r the Club 


: a 
year the Club possessed books worth Rs. 20,000 and 
furniture worth Rs. 8,500. Ordin; i 


subscriptions in arrears at the beginning of the year 
amounted to Rs. 350 and at the end of the year Rs. 450 and six months’ rent Rs. 600 
and at the end of the year. 


9. From the following Receipts and Payments Account of a Cricket Club and 
the additional information Prepare an Income an 


d Expenditure Account for the year 
ended оп 31st March, 1989.and a Balance Sheet 


on that date : 
RECEIPTS AND PAYMENTS A/c for the year ended 31st March, 1989 
Rs. Rs. 
1988 To Balance : 1989 By Crockery purchased 2,650 
April Cash 3520 | Маг By Maintenance 6,820 
Т Bank 27380 | 31 By Match 13,240 
Fixed Deposit at 15% 30,000 By Salaries 11,000 
1989 Po Memberstup Subscription By Conveyance 

Мат. (including Rs. 6,000 for By Upkeep of Lawn 4240 
31 1987-88) 40,000 Ву Stamps 1,050 

To Entrance Fees 1,400 By Purchase of Cricket 
To Donation 5,010 Goods 9,720 
To Interest on Fixed Deposit „250 By Sundry Expenses 000 
To Tournament Fund 20,000 Ў : 


By Investments 5,700 


(Contd.) 


To Sale of Crockery 


(ook value as on 
1.4.1988 Rs. 1,200) 


Rs. 


2,000 
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Rs. 

By Toumament Expenses 18,800 
By Balance: Rs. 
„Cash 2,200 
Bank 23,320 

Fixed 

Deposit 30,000 

тү 55,520 

1,31,560 


Information— (a) Monthly Salary is Rs. 1,000. (b) The value of unused postage 
Stamps is as follows : 31st March, 1988. Rs. 750; 31st March, 1989 Rs. 900. (c) Stock 
Of Cricket Equipment is as follows : 31st March, 1988 Rs. 3,210; 31st March, 1989 
Rs. 2,800. (d) Arrears of membership subscription : 31st March, 1988 Rs. 6,600; 31st 
March, 1989 Rs. 8,000. (e) Donation and Entrance Fees are not to be capitalised, 


10. The following particulars relate 


March, 1989 : 
Rs. Rs. 
To Balance b/d 6,000 
To Subscriptions : 
Arrear 240 
Current 12,660 
Advance 480 
A 13,380 
‚ To Profits from Canteen 9,000 
To Miscellaneous Income 450 
To Sale of old Newspapers 1,120 
To Dividends 4,850 


(Adapted from Delhi Board SSCE, 1 979) 
to Madura Club for the year ended 31st 


Rs. Rs. 
By Salaries 12,450 
By Stationery — 2,400 
By Rates & Taxes 3,600 
By Telephone 600 
By Investments 7,500 
By Advertisements 1,050 
By Postage 1,000 
By Sundry 3,500 
By Balance c/d - 2,700 

"34800 - 


You are required to prepare an Income and Expenditure Account and a Balance 
Sheet after making the following adjustments : 


(i) There are 450 members each 


paying an annual subscription of Rs. 30, 


Rs. 270 being in arrears for 1987-88 at the beginning of this year. 
Gi) Stock of Stationery on 31st March, 1988 was Rs. 300; and on 31st March, . 


1989 Rs. 540. 


(ii) Cost of Buildings is Ёз. 60,000. Depreciate at 5% 


11. From the undermentioned Rece: 


(Adapted from Delhi Board SSCE, 1985) 
ipts and Payments Account for the year 


ended 31st March, 1989, Prepare an Income and Expenditure Account for the same 


Period : 

Receipts Rs. Rs. 
To Opening Balance 25,000 
To Subscriptions : 

1987-88 500. 

1988-89 10,000 

1989-90 575 

a 11,075 

To Donations 2,000 


Payments Rs. 
By Salaries and Wages 2,000 
By Telephone Expenses 350 
By Postage and Stationery 975 
By Purchases of Books 3,500 
By Entertainment Exp. 1,500 
By Purchase of 10% Govt. 
Bonds on 1st October 8,000 


Receipts Rs. Payments ` Rs. 


Proceeds of Waste By Miscellaneous Expenses 675 
по "ES T 175 By Closing Balance : 
To Hall Rent 1500 ceh 320 
To Bank Interest 250 Bank 23,050 
To Admission Fees of New 
Members (10% to be 
capitalised) 1,000 
41,000 41,000 


The following additional information is supplied : 
(i) Salaries and Wages outstanding Rs. 1,500. 


(i) Miscellaneous and Entertainment Expenses outstanding amount to Rs. 500 
and Rs. 750 respectively. 


(ii) Bank Interest receivable amounts to Rs. 350 


What further information will be required by you for preparing the Balance Sheet 
as on 31st March, 1989 ? Prepare a Balance Sheet as on that date, 


12. Prepare an Income and Expenditure Account for the year ending on 31st 


March, 1989 and a Balance Sheet from the following Receipts and Payments Account 
for the year 1988-89: 


RECEIPTS AND PAYMENTS ACCOUNT 


for 1988-89 à 
Rs. Rs. Rs, 
Balance (1.4.1988) 10,000 Expenses 1987-88 1200 
Subscriptions : 1988-89 2,000 
1987-88 200 Land 4,000 , 
1988-89 2,100 Interest 400 
1989-90 1500 Е Misc, Expenses _ 2,000 
—— 2450 Balance (31.3.1989) 8,350 
Entrance Fees * 800 
Locker's Rent 700 
Misc. Incomes 4,000 | 
ax RARE 1251. X 
17,950 17,950 
ا‎ 
BALANCE SHEET. 
as on 31st March, 1988 
( Rs, Rs. 
Capital Fund — — 33,620 Building 30,000 
Subscription Received in Outstanding Subscriptions 380 
/ Advance 600 Outstanding Locker's 
Outstanding Expenses 1,400 Rent 3 240 
Loan on 18% - 5,000 Cash = 10,000 
“40620 740,620 
— 


(Adapted from Delhi Board SSCE, 1983, All India'SSCE, 1981) 

Ф 13. Fromthefollowing Receipts and Payments Account ofa Club and from the 
information supplied, prepare an Income and Expenditure A. ded | 
31st March, 1989 and the Balance Sheet on that date : See 


1 


RECEIPTS AND PAYMENTS ACCOUNT 
for the year ending on 31st March 1989 
Rs. Rs. 


Rs, 
To Balance b/d 350 By Salaries 1,400 
To Subscriptions : By General Expenses 300 
1987-88 250 By Electric Charges 200 
1988-89 1,000 ° By Books 500 
1989-90 200 By Newspapers 400 
1,450 By Balance c/d 200 
To Rent Received for the use 
of Hall 700 
To Profit from Entertainment 400 
To Sale of Newspapers 100 
Ь 3,000 3,000 
Information: . 


(а) The Club has 50 members each paying an annual subscription of Rs. 25 3 
subscriptions outstanding on 31st March, 1988 were Rs. 300 

(b) Оп 31st March, 1989, salaries outstanding amounted to Rs. 100. Salaries 
påid in 1988-89 included Rs. 300 for the year 1987-88 


(c) On 31st March, 1988, the Club owned Building valued at Rs. 10,000 d 
Furniture Rs. 1,000-and Books Rs. 1,000. 


(d) Provide depreciation on Furniture at 10 per cent. 


14. PreparcanIncome and Expenditure Account for the yearended 31stMarch, 
1989 and the Balance Sheet as on that date from the following Receipts and Payments 
Account of a Club and from the information supplied : 


Rs. Rs. 
To Balance 2,500 By Salaries 12,000 
To Subscription By General Expenses 3,000 
1987-88 2,500 By Electric Charges 2,000 
1988-89 10,000 By Books 1,000 
1989-90 2,000 By Newspapers 4! 
To Sale of old furniture By Postage pa 
(Costing 1,000) 600 By Furniture 2,500 
The Rent received for the By Balance 5,000 
use of Hall 7,400 j 
To Entertainment 4,000 
To Sale of Newspapers 1,000 
30,000 30,000 
—— 


Information : 


(а) The club has 50 members each paying annual subscriptions of Rs. 250, 
Subscriptions outstanding on 31st March,1988 were Rs.3,000. 


(b) On 31st March, 1989 Salaries Outstanding amounted té Rs.1,000, Salaries 
Paid included Rs.1,000 for the year 1987-88. 


(c) General Expenses include Insurance which is aid to the extent of 
on 31st March, 1989. B атт 


(d) On31stMarch,1988 theclub owned Land and Building valued at Rs.1,00,000 
Furniture Rs. 6,000 and Books Rs. 5,000. Delhi Board SSCE, 1978) 


15. Fromthe following information of a club, prepare Income and Expenditure 
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Account for the year ending 31st March 1989 and a Balance Sheet as on that date : 


CASH BOOK 
уй By Upkeep of Pavilli 
г » Subscriptions 5,000 y Up! o! don 
enters Айына Ееез 300 By Expenses regarding Tourna- 
To Sale of old Balls, Bats etc. 50 ment 
To Hire of Ground 300 By Rates and Insurance 
To Subscriptions for Touma- By Telephones ' 
ment 1,000 By Printing and Stationery 
To Drawn from Bank 4,000 By General Charges 
To Donations 10,000 By Secretary's Horiorarium 
By Grass Seeds 
By Bats, Balls etc. 
By Deposit in Bank 
20,650 
Assets as on 14.1988 Rs. 
Cash at Bank 3,000 
Stock of Balls and Bats etc, 1,500 
Printing and Stationery(Stock) 200 
Subscriptions due 500 
Liabilities as on 1.4.1988 


Donation and surplus on account of tournament should be Кер 
permanent pavillion. Subscriptions due on 31st March 1 989 Rs.750. Write off 50 per 

nt of Bats, Balls account and 25 per cent of Printing and Stationery account. 
(Adapted from All India SSCE,1979) 


се: 


16. From the following prepare the In: 


Nil 


t їп reserves for à 


come and diture A it for the 
year ended 31st March,1989 and the Balance DUE ран EA 


1988 Rs. 
April 1 To Balance :- 
Cash at Bank 755 
Cash-in-Hand 
To Subscription (including 
Rs.200 for 1989-90 3,000 
To Interest on Investments 
(Cost of Investments 
30,000) 1,500 
"To Bank Interest .10 
To Sale of Bicycle 250 
5,570 
——— 


for the year ended 31st March,1989 


ё to be pai 
stationery bill. The book value of the Bicycl 


17. Тһе following is the Весе 


Rs. 
To Balance on 1.4.1988 1,500 
To Entrance Fees 2,750 
To Special Subscription : 
E for Governor's Party 


17,250 


Sheet as at that date : 
1989 Rs. 
Mar. 31 By Salaries 3,600 
; By Rent 600 
By Printing and Stationery 145 
By Postage 25 
By Bicycle purchase 395 
By Plan Bonds 680 
By Cash-in-Hand 12 
By Cash at Bank 113 
5,570 
А ЕДА, 
nt includes Rs. 50 paid for 
are still to be collected for the year 


Pts and Payments Account of the Calcutta Club 


Rs. 
By Rent 26,000 
By Stationery Expenses 15,340 
By Wages 26,650 
By Billiard Table 19,500 


(Contd.) 
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Graa) Rs. ү 
о Subscriptions : By Repairs 4,030 
1987-98 1,000 By Interest 7,500 
1988-89 84,500 By Balance on 31.3.89 11,980 
1989-90 1,500 - 
To Locker Rent 2,500 


1,11,000 1,11,000 


Locker rent Rs.300 referred to 1987-88 and Rs. 550 is still owing; Rent Rs.6,500 
referred to 1987-88 and Rs. 6,500 is still due; Stationery expenses Rs.1,560 related to 
1987-88 and Rs.1,830 are still due; Subscription unpaid for 1988-89 is Rs. 2,400; 
Special Subscription for Governor's party outstanding is Rs. 2,800, 

From the above information you are required to make out an Income and 

: Expenditure Account of the Club for the year ended 31st March,1989 and Balance 
Sheet as on that date. 

18. From the following information and Receipts and Payments Account of 

се Club, prepare an Income and Expenditure Account for the year ending 31st 

March,1989 and a Balance Sheet as on that date : 


Receipts Rs. Payments Rs. 

Balance b/d 3,190 Rent 1,680 

Fees is 20 Wages 2,450 

Subscriptions А Lighting Charges 720 

ions 1,650 Books Purchases 2,480 

Life Membership Fees 2,500 Office Expenses 4,500 
Interest on Deposits 540 18% Fixed Deposit ` 

2 » (on 1st October, 1988) 12,000 

Proceeds of Tournament 2,320 ^ Toumament Expenses 2,020 

Cath in Hand 2,600 

28,450 28,450 

Other informations : WEST VESTI. 


On 31st March, 1988 the Club possessed books worth Rs. 20,000 Fumiture 
worth Rs.8,500. Provide depreciation on these assets @10% including е purchases 
during the year. 

Subscriptions in arrears at the beginning of the year amounted to Rs. 350 and at 
the end of the year Rs. 550 were outstanding. 

The club paid three months’ rent in advance both in the beginning ing and at the end 
of the year. (Adapted from Delhi Board SSCE.1980 ) 


RECEIPTS AND PAYMENT Alc 
Rs. 

To Cashin Hand(1.4.88) 7,130 By Medicines 3,590 
To Subscriptions 41996 Ву Doctor's Honorarium 9,000 
To Donati 14,500 . By Salaries 27,500 
To Interest on Investments By Petty Expenses 461 
т 12% for the full year 12,000 By Equipment 15,000 
© Proceeds from charity By Expenses on charityfshow 750 
10,450 By Cash in Hand (31.3.89) 8,775 

92,076 92,076 
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Additional Information : 


scriptions due 
SU dons received in advance 
- Stock of Medicines 
Estimated value of Equipment 
Buildings (cost less depreciation) 
Creditors for Medicines 


1st April, 1988 31st March, 1989 
Rs. Rs. 
240 280 
64 100 
8,810 9,740 
21,200 31,600 
40,000 38,000 
10,000 8,000 


(Adapted from Delhi Board SSCE, 1984 ) 


20. The following is the Receipts and Payments A/c of the Bombay Club for the 
year ending March 31,1989 : ү 


Receipts Rs. Payments Rs. 

To Balance b/d 3,000 By Rent 52,000 
To Entrance Fees 5,500 By Stationery 6,680 
To Subscriptions By Salaries & Wages 70,000 
1987-88 2,000 By General Expenses 7,300 
1988-89 1,69,000 By Billiards Table 9,000 
1989-90 3,000 1,74,000 By Repairs 8,060 

To Locker Rents 5,000 By Sports Material 30,000 
To Special Subscriptions By Interest 6,000 
for Pavillion 34,500 By Balance c/d 32,960 
222,000 222,000 
асси а 


Locker Rents Rs. 600 referred to 1987 
Rs.13,000 pertained to 1987-88 and Rs.13 
1987-88 Rs. 3,120 and Rs. 3,640 is still 


-88 and Rs. 900 is'still owing; Rent 
00015 still due; Stationery etc. relatedto’ 
owing ; Subscriptions unpaid for 1988-89 


. 50,000 in 1987-88 at the rate of 15%. 
Alc for the year 1989 and Balance Sheet as 
(Adapted from All India SSCE, 1983( 


21. Given below is the Receipts and Payments Account of the Armateur's 
Club: 
RECEIPT AND PAYMENTS ACCOUNT 
for the year ended 31st March, 1989 
Receipts no ERS. Payments Rs 
To Balance-Cash 60 By Honrarium of Secretary 3,600 
Bank 3,000: 3,060 By Misc. Expenses 450 
To Subscriptions By Wages 2,400 
(including subscriptions By Charities 2,000 
for 1987-88 Rs.150) 9,000 By Printing and Stationery 300 
To Sale of old Furniture on By Postage 100 
Ist April,1988 750 By Rent and Taxes 1,200 
(Book Value Rs. 800) By Upkeep of Land 500 
To Sale of old Newspapers 50 By Sports Material 2,500 
To Legacies 3,000 By Balance ¢/d 14,850 
To Interest on Investment 
(Cost of Investment 
Rs. 20,000) 1,200 
To Endowment Fund Receipt 10,000 
о Net Proceeds of Concerts 800 
© Advertisement in the year 
book 40 
27,900 


27,900 
2190. 
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Current assets and liabilities as on 31st March,1988 and 31st March,1989 are as 
follows : 


31.3.1988 31.3.1989 
Rs. Rs. 
Subscriptions in arrears 200 450 
Subscriptions in advance 300 600 
Fumiture 2,000 


Depreciation was 10% p.a. on the furniture left after selling a part of it. 
lt was decided that half of the legacies may be capitalised. 


Prepare Income and Expenditure Account for the year ending 31st March,1989 
and Balance Sheet as on that date. 


You are also required to show calculations for the loss on sale of furniture. 


22. From the following Receipts and Payments Account of a Club for the year 
ended 31st March,1989 and from the information supplied, prepare an Income and 
Expenditure Account for the year and Balance Sheet as on 31st March,1989 : 


RECEIPTS AND PAYMENTS ACCOUNT 


Rs o Rs. 
To Balance’ 500 By Salaries 2,400 
To Subscriptions for By General Expenses 600 
1987-88 500 By Electric Charges 400 
1988-89 2,000 By Books 200 
1989-90 400 By Newspapers 800 
To Sale of old Fumiture By Postage 100 
Costing Rs. 200 120 By Fumiture 500 
‘To Rent received from the By Balance Y 1,000 
use of Hall А 1,480 
To Profit from Entertainments 800 
To Sale of Newspapers 200 
6,000 6,000 


Information : M 

(a) The club has 60 members each paying an annual subscription of Rs. 60. 
Subscriptions outstanding on 31st March,1988 were Rs. 600. 

(b) Оп 315: March,1989 Salaries outstanding amounted to Rs. 200. Salaries 
paid included Rs. 200 for the year 1987-88. 

(c) On 1st April 1988 the Club owned Land and Building valued at Rs. 20,000. 


Furniture Rs.1,200 and Books Rs. 1,000. Their value on 3151 March, 1989 is 
Rs. 19,000, Rs. 1,250 and Rs. 900 respectively. 


* 23. Thefollowingis the Receipts and Payments Account of Saraswati Club for 
the year ended 31st March,1989 : 


E Rs. Rs. 
Cash in Hand (1.4.1988) 1,00 Валк Overdraft (1.4.1988) 3,100 
Subscriptions : Investment in Securities 
1987-88 300 '(0n31-3-1989) 3,000 
1988-89 16,200 Fumiture 1,450 
1989-90 150 16,650 Salaries 6,200 
Income from Entertainments 290 Stationery & Printing 890 
trance Fees 3 670 Misc. Expenses 1,420 
егез! on Securities 480 Balances on 31.3.1989 : 
ale of Old Newspapers 120 Cash-in-Hand 550 
CashatBank 3,100 3,650 
-19,10 , 19,710 


+ 2 Pr, 
TO CS AS E oa 
March,1988 was Rs.125 and at 31st March,1 


VOI 1 
: ting to Rs. 90 
ДҮ, z 
. Subscriptions amoun! - 
2 Gi) Stock of Stationery on 31st. 
87. 


Here 
УЕ Entrance fees аге lo be cepitalised ] ЕТТ. 
0 Salary of Rs. 550 for March, 1989, is outstanding. Expenses Hk 87-88 
UEM 1988 amounted to Rs.132. The Club had paid Rs. 500 in the y. 
towards telephone charges of which Rs.125 relate to 1988-89. ^ 
Œ) As on 31st March,1988 Premises stand in the books at Rs. 24,500 an 
Investments at 10% Rs. 6,500. t 
(vi) Depreciate Premises by 54 imd Furniture by 10 per &ent.. 
- 24. TheMadrasStudents Clubhas prepared 


thefollowing Receipts and Payments 
Account for the year ended 31st March, 1989 : 


Receipts Rs. Payments Rs 

To Opening Balances:  - By Office Expenses 1,200 

At Bank 2,000 ByMagazines and Journals 1,000 
^ InHand 150 By Help to Needy Students 1,500 
To Subscriptions Received : By Bicycle purchased 250 

1987-88 200 By Variety Programme 

1988-89 3,000 1,500 

1989-90 300 3,500 By Closing Balances : 
ToOldJoumals sold —— 900 At Bank 2,200 
To Old Furniture sold 800 In Hand 200 
To Variety Programme Tickets d 

sold 1,100 
To Interest on Government 

Securities 10% р.а. 100 ў 

7,850 7,850 


The Furniture soldhad abook value of Rs.1,1000n 1st April, 1988, the sale taking 
place on 1st October,1988. On the same date the university supplied furniture to the 


criptions received in advance were 
Rs. 200. Subscriptions still Teceivable for 1988-89 total up to Rs. 300. 
" Presented before the end of the year. 
You are required to prepare the Income and Expenditure Account of the club for 
1988-89 and its Balance Sheet as оп 31st March,1989, 


25. TheNew Cricket Club, Delhi gives you the following Receipts and Payments 
Account for the year ended 31st March,1989 : . 


Receipts Rs. Payments 


Rs. 
To Balance(1.4.1988) : By Salaries and Wages 8,700 
In Hand 150 By Sports Equipment 

At Bank 74200 а 1,500 
To Life Member's Fees 2,000 By Stationery and 
To Admission Fees 500 Printing 1,500 


(Contd.) 
Receipts Rs. 
To Subscriptions : 
1987-88 400 
1988-89 11,300 
1989-90 600 
To Sale of Old Bats & Balls 300 
To Interest on Prize Fund 
Investment @ 10% 500 
To Donation for Building 3,000 
22,950 


Payments 

By Maintenance of Ground 
By Prize Awarded 
By Investments(against 

Donation for Building) 
By Balance (31.3.1989) 

In Hand 

At Bank 
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Rs. 
2,100 

400 
3,000 


320 
5,430 


22,950 


The Club possessed on 1st April,1_ 8 leasehold of a ground valued at Rs.10,000 


and sports equipment valued at Rs 
Wages, 


.1,000. It owed, on that date, Rs. 800 forsalaries and 


The bats and balls sold during theyearhad no book value. Investments against the 
donation for building were made on 1st October,1988, and these consisted of 10% Rs. 


3500 \Government Loan. 


Subscriptions for 1987-88 still to be collected in 1988-89 were Rs. 500. 50% of 
Sports equipment as at 31st March,1989 is to be written off. Rs.700 of stationery and 
Printing is to be carried forward. Subscriptions outstanding for 1988-89 Rs. 500. 

You are required to prepare the Income and Expenditure Account for year ended 
31st March,1989 and the Balance Sheet of the Club as on that date. 


26. The following is the summary of cash transactions of Indraprastha Library 


Club for the year ended 31st March,1989 : 


Rs. 

Balance from last year 3,190 
trance Fees 2,550 
Subscriptions 16,000 
ation 1,650 
Life Membership Fee 2,500 
Interest 400 
Profit on Entertainment 620 


26,910 


F At the beginning of the year the 


Office Expenses 

Placed at 10% Fixed де-. 
posit,lst October, 1988 

Cash at bank 

Cash in Hand 


Chub possessed Books worth Rs. 20,000 and 


Umiture worth Rs. 8,500. Ordinary subscriptions in arrears at the beginning of the year 


“mounted to Rs, 350 and at the end of the year 


Was due both at the beginning of the year and at the end of the year. 


- M Prepare Income and Expenditure A 
Fı С1989 and its Balance Sheet on that 


ture and Books respectively. 


Азы, Une following is the Receipts and Payments A 
SOciation for the year ended 31st March,1989 : 
Rs. 


* Opening balance : : By Establishment (including 
Cash in Hand 250 Rs.400 are for 1989-90) 

To gı lane at Bank 20,550 Ву Telephone Charges 
übscriptions (Rs.750 for By Electric Charges 
1989-90) 21250 Ву Stamps and Stationery 


Rs. 450, and six months’ rent Rs. 600 


ccount of the Club for the year ended 31st 
date after writing Rs. 500 and Rs.1,130 off 


ccountof Calcutta Intellectual 


f 0 
ing 3 jncome ànd Expenditure Accoun 
m © lstMarch,1989: 


k нау Rs. Rs. 


To Hall Rents E 1250 By Travelling 150 
To Interest on Securities 3,000 — By Meeting Expenses 500 
То Donations 10000 By Rent 6 
To Telephone Receipts 50 By Library 3,000 
By Lecture Fees 500 
By Closing balance : 1110 
Cash in Hand 32,600 
i Cash at Bank " - 
56350 
56,350 
The following ada; 
B additional ioni 
fas a information is available V Rs 40,000. 
(b) Th ‘ation holds 10% Government Securities amounting to RS’ 


€ Library Account st ( i 
: ood at Rs. 20,000 on Ist April,1988- tjon 
| Ду DonationsofRs, 10,000 are for a prize to be awarded by the A 


€ Outstanding T аы "c Bill Rs 15001318 
March, 1989. mg Liabilities аге: Rent Rs. 300 ; Printer's Bill Rs- 
50 p 


(e) The 
member. Те аге 400 members who pay subscriptions at the rate of Rs: 
You ari . caf 
ended 31st Rd tO prepare an Income and Expenditure Account for the Y 
a . From the f d x а Balance Sheet as on that date. as on jst 
pr EA] Assets and Liabilities of the Delhi Library ^ ied ‘ 
qe an Inc, 05 and Payments for the year 1988-89 you аА 1989 9" 
A 3 Lhat af, rn ot for the year ended 31 
SSets:Buildi ır taking into account the necessary adj nv’ 
Tents] ше Rs, 6 In 


AM; pu, SESTO NS 5 OOD Library Books 5-23 5" 
ШҮ On standing Subscriptions Rs. e ; Cash R50 


j anding раро 
ТЛ, during the icu Liabilities (for expenses) Rs. 5,000. i 
Чет} ‚ 3 [2 
Donation os Rs. 000 
trance Eê о . Interest on Investments $/ 
Ра , Misc. Income 
Se” during the Year 300 Proceeds of Lectures e! 
0 hase ^ а 
ofR 
п Sd Taxes ks yee Printing and Stationery Jm 
ing Lapis. / S Expenses i 
найын 385 шшш 1 
m 
Ad lUstment i 5 D xs 
` , ance 
а) 0 
Шапа; 
i Outstanding Laon amount to Rs.15,000 
€) Ins 8 Liabiliti F E 1 
9 (a) Tance -55 for expenses amount to Rs. yer мало @ yf 
h берле ЕРТС ао p n mounting to Rs. 300 was paid in & js? us 
e) ation 10 be Wilding @ 5%; Li Ф and in qu 
oy Domui, СЧсшщед, > Library Books @ rin s 
| TIS are € opening balance О! 
Мора е gp, 79е 3 


lowing j  Ctpitalisea. d 


the Year end; 1S th 


Expenditure Rs. Income Rs. 
To Salaries 23,500 By Subscriptions 22,000 
To Diet Expenses 2,000 By Donations 4,000 
To Rent and Rates 500 By Interest on Investments 
To Insurance 200 for fultyear @ 10 p.a. 9,000 
To Office Expenses 800 Ву Miscellaneous Income 600 
To Dispensary Expenses 1,000 
To Depreciation : 
s Buildings 3,750 
Furniture 120 
Instruments 800 
4,670 
To Surplus of Income з 
Over Expenditure 2,930 
35,600 35,600 
Other information supplied to you is as under : 
31.3.1988 31.3.1989 
Rs. Rs, 
Cash in Hand 4 200 Subscriptions received 
Cash at Bank 5,400 in Advance Г 800 
Buildings 75,000 ^ Subscriptions Outstanding 4,500 
Fumiture 2,000 ^ Salaries Outstanding 2,000 
Instruments 3,500 Instruments purchased 
Subscriptions Outstanding 1,500 during the year 500° 
Salaries Outstanding 1,800 Cash-in-Hand 150 
Subscriptions received in 
Advance 600 


You are required to prepare Balance Shect of the Hospital as on 31st March,1988 
and 1989; Submit your working neatly. t 


30. On March 31,1989 the following figures were extracted from the record of 
the Youngmen's Sports Club : 

Subscriptions in arrears ( 1.4.1988 ) Rs. 800; Subscriptions prepaid (1.4.1988) 
Rs 200; Subscriptions received Rs. 4,300; Sale of tickets for annual dinner Rs. 1,050; 
Fees for hire of ground to non-members Rs. 2,200; Investments (1.4.1988) Rs. 4,100; 

lvidends from Investments Rs.160; Salaries Rs. 2,100; Repairs Rs. 360; Postage and 

tationery Rs, 210; Cost of annual dinner Rs. 960; Fixtures and Fittings (1.4.1988) 

- 2,000; Rent Rs.1,000; Lighting and Heating Rs. 830; General Expenses Rs. 970; 

Groundman's Fees Rs.1,200; Sports Sundries (Expendable) Rs. 380; Capital Fund 

(14.1988) Rs 8,550; Sundry Creditors (1.4.1988) Rs. 100 (Sports Sundries); Cash-in- 
and (1.4.1988) Rs. 1,950. 

Subscriptions received include Rs. 300 received in advance and there are arrears 
Outstanding of Rs. 600; Rent includes Rs. 200 prepaid. Electricity Rs. 90 and Gas Rs.70 
àre due but not paid and payments for Sports Sundries include the item of Rs.100 
i "Standing from the previous year. Fixtures are to be depreciated by 10% and the 
MVestments revalued at Rs. 4,200. 

Sh PrepareIncomeand Expenditure Account ofthe Club for the year and the Balance 
Cet as at 31st March,1989. . 


3L The Receipts and Payments Account and the Income and Expenditure 


f Count of Sunday Recreation Club for the year ended 31st March,1989 were as 
ows: я 
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RECEIPTS AND PAYMENTS ACCOUNT 
Rs. 


i Payments Rs. 
ts 
To Й 1,500 Ву Books Purchased 100 
To Subscriptions: By Printing and Stationery 1500 
1987-88 600 By Salary 2 
1988-89 4,300 4,900 _ By Advertisement 
To Interest =a 500 By Electric Charges 400 
To Donation for Special Fund 300 By Balance c/d 4,350 
To Rent: 
1987-88 , 150 
1988-89 300 450 
7,650 7,650 
INCOME AND EXPENDITURE ACCOUNT = 
enditure Rs. Income ү 
То Salary 1,800 By Interest 400 
To Tent Hire 200 By Subscription 4,800 
To Electric Charges ¢400 By Rent 300 
To Depreciation on Building 550 
To Depreciation orl Furniture 200 
To Printing and Stationery 200 
To Advertisement : 150 
To Surplus 2,000 
д 5,500 


5,500 
The Club’s assets as on Ist April,1988 were: ` 
Building Rs.15,000; Books Rs.10,000 ; Furniture Rs.1,000; Investments Rs.10,000- 
Liabilities as on that date were Rs. 50 for advertisement and Rs.100 for salary. 


You are required to prepare the Balance Sheets of the Club on 31st March,1988 
and 31st March,1989, 


32. The following particulars relate to the Leo Club : 
INCOME AND EXPENDITURE ACCOUNT 


for the year ended 31st March,1989 : 
Expenditure Rs. Income Rs. 
To Salaries 1600 By Entrance Fees 12,000 
To Printing and Stationery 2,100 By Subscriptions 14,100 
To Advertising 1,800 ByRent 4,000 
To Audit Fees 300 
To Fire Insurance 1,000 
To Depreciation. 8,000 
To Excess of Income over > 
liture 15,300 
730,100. а 30,100 
RRS REEL 
RECEIPTS AND PAYMENTS ACCOUNT 
for the year ended 31st March,1989 
Receipts Rs. Payments Rs. 
To Balance b/d 4200 By Salaries 1200 
То Fees — 12,000 By Printing and Stationery 2,500 
To Subscriptions: By Advertising 1,800 
1987-88 By Fire Insurance 1,200 
Tp 13,500 By Investments 20,000 
- 400 14500 В се c/d 7,500 
това ЕЕ е у Balance с/ 5 
34200 
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Rs The assets on 1st April, 1988 included Land and Buildings of the Club valued at 
Rs. 50,000, Sports Equipment Rs. 25,000; Furniture and Fixtures Rs. 4,000; Subscriptions 


In arrear on that date were Rs. 


800. 


Subscriptions in arrear on 31st March, 1989 were Rs. 600. 
Prepare the Balance Sheet of the Club as on 31st March, 1989. 
A 33. From the following Receipts and Payments and Income and Expenditure 
Accounts of a Club for the year ending 31st March, 1989, and the additional 
information given, prepare Balance Sheets as оп Ist April, 1988 and 31stMarch, 1989. 
RECEIPTS AND PAYMENTS ACCOUNT 
for the year ending 31st, March, 1989 


l. Subscription outstanding on 31st 


Receipts Rs. Р, Rs. 
To Balance b/d 1000 By Ground maintenance 1,200 
© Subscriptions By Salary and Honorarium 
1987-88 400 (including of 
1988-89 10,300 1987-88 Rs. 700) 1,800 
1989-90 500 By Water and Electricity 350 
0 Legacy 11,200 By Books out of Donation 3,000 
To Donation for Library 800 By Fixed Deposit out of 
To Match Fund 7,000 Donation for Library 4,000 
To Sale of Furniture 3,300 Ву Match Expenses 2:200 
500 By Crockery 1,000 
By Food 2,000 
By Entertainment 2,000 
By Sports Material 2,000 
By Balance c/d 4,250 
23,800 23,800 
INCOME AND EXPENDITURE ACCOUNT 
for the year ending 31st March, 1989 
T Expenditure Rs. Income Rs. 
qo Ground maintenance 1200 By Subscriptions 10,400 
T Salary and Honorarium 1,800 
то Entertainment 2,000 
То Loss on Sale of Fumiture 300 
то Water and Electricity 350 
hi Sports Material Used : 
sd the total stock s 
during 2,010 
To Food si 8 
80% of the total food 
To Beek in hand 1,500 
Baa of Income over - 
Penditure 1,240 
Adair; 10,400 10400 
tonal Information : = 


March, 1988 Rs-550estimated at Rs. 500. 


2. Subscription outstanding on 31st March, 1989 Rs. 100. 
Е Furniture on 31st March, 1988 Rs. 3,000. 
+ Crockery on 31st March, 1989 Rs. 2,500. 
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ANSWERS 
1. Cash balance on 31.3.1989. Rs. 33,000. 
2. Excess of Income over Expenditure Rs. 155. 


3. Excess of Income over Expenditure for 1987-88 Rs. 13,800 and for 1988-89 
Rs. 17,850. 


4. Excess of Income over Expenditure Rs. 1,918. 
Excess of Income over Expenditure Rs. 2,080. 
Subscriptions for 1988 Rs. 16,400. 

Excess of Expenditure over Income Rs. 551. 


. Excess of Income over Expenditure Rs. 5,710; Capital Fund on April 1, 
1988, Rs. 31,440; Balance Sheet Rs. 40,250. 


9. Excess of Income over Expenditure Rs. 3,560; Capital Fund on 1st April, 
1988, Rs. 72,660. Balance Sheet on 31st March, 1989 Rs. 78,420. 


10. Excess of Income over Expenditure Rs. 1,560. Capital Fund on 1st April, 
1988 Rs. 66,570; Balance Sheet on 31st March, 1989 Rs. 68,610. 


ll. ExcessofIncomeover Expenditure Rs. 7,325; Capital Fund on 31st March, 
1988 Rs. 25,500; Balance Sheet Rs. 36,250. 


12. Excess of Income over Expenditure Rs. 3,060; Balance Sheet Rs, 42,530. 


13. Excess of Income over Expenditure Rs. 250; Capital Fund on 31st March, 
1988 Rs. 12,350; Balance Sheet Rs. 12,900. 


14. Excess of Income over Expenditure Rs. 3,100; Capital Fund on 1.4.1988 
Rs. 1,15,500; Balance Sheet Rs. 1,21,600. 


15. Excess of Income over Expenditure Rs. 2,230; Capital Fund on 1.4.1988 
Rs. 5,200; Balance Sheet Rs. 17,730. 


16. Excess of Expenditure over Income Rs. 125; Capital Fund on 1.4.1988 
Rs. 31,200; Balance Sheet Rs. 31,350, 


. 17. ExcessofIncomeover Expenditure Rs. 12,620; Captial Fund (Dr. Balance) 
on 1.4.1988 Rs. 5,260; Balance Sheet Rs. 37,230. 


18. Excess of Income over Expenditure Rs. 9,032; Captial fund on 1.4.1988 
Rs. 32,460; Balance Sheet Rs. 43,992. 


19. Excess of Income over Expenditure Rs. 12,979; Capital Fund on 1.4.1988 
Rs. 1,67,316; Balance Sheet Rs: 1,88,395. 


20. ExcessofExpenditureoverIncome Rs. 18,660; Capital Fund (Dr. Balance) 
on 1.4.1988 Rs. 520; Balance Sheet Rs. 1,11,140. 


21. Excess of Expenditure over Income Rs. 630; Loss on sale of Furniture 
Rs. 50; Capital Fund on 1.4.1988 Rs. 24,960; Balance Sheet Rs. 36,430. 


22. Excess of Expenditure over Income Rs. 450 ; Capital Fund on 1.4.1988 
Rs. 23,100. Balance Sheet Rs. 23,250. 


о чо ^ 


23. Excess of Income over Expenditure Rs.8,599; Capital Fund on 1.4.1988 
Rs.29,908; Balance Sheet Rs. 39,877 1 


24. Excess of Expenditure over Income Rs. 850; Capital Fund on 1.4.1988 
Rs. 4,400; Balance Sheet Rs. 5,850. 


25. Excess of Income Over Expenditure Rs. 550; Capital Fund on 1.4.1988 
Rs. 15,450; Balance Sheet Rs. 26875, ; Capi on 
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26. Excess of Income over Expenditure Rs. 5,990; Capital Fund on 1.4.1988 
Rs 31,440; Balance Sheet Rs. 40,530. 
. 27. ExcessofIncomeover Expenditure Rs. 5,610; Capital Fund on 1.4.1988 Rs. 

81,300; Balance Sheet Rs. 98,110. 

28. Excess of Income over Expenditure Rs. 62,200; Capital Fund on 1.4.1988 
Rs. 1,50,000; Balance Sheet Rs. 2,69,700. 

29. Balance Sheet Totals on 31st March, 1989 and 1988 Rs. 1,80,930 and Rs. 
1,77,600 respectively; Cash at Bank on 31st March, 1989 Rs. 9,950. 

30. Excess of Expenditure over Income Rs. 560; Cash Balance on 31st March, 
1989 Rs. 1,650; Balance Sheet Rs. 8,450. 

31. Balance Sheet Totals on 31st March, 1988 and 1989 Rs. 38,350 and Rs. 
2 41,100 respectively. Interest accrued on 1st April, 1988 Rs. 100.Capital Fund on 1st 

- April, 1988 Rs, 38,200. ; 

32. Balance Sheet Total as on 31st March, 1989 Rs. 1,00,000. Capital Fund оп 
lst April, 1988 Rs. 83,600. 

33. Balance Sheet Totals on 1st April, 1988 and 31st March, 1989 Rs. 6,680 and 
Rs. 17,195 respectively. 


UNIT 4 


Accounts from Incomplete Records 
(15 Marks) 


() Meaning 
(iD Ascertainment of profit/loss by statement of Affairs method 


(iii) Preparation of Trading and Profit and Loss Account and Balance Sheet 
(with reference to missing figures in Debtors' Accounts, Creditors’ 


Accounts, Bills Receivable and Bills Payable Accounts and Cash 
Account) 
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e 


16 
Accounts from Incomplete Records 


SINGLE ENTRY SYSTEM 


Strictly speaking, Single Entry System is a system which takes account 
Only ofthe personal aspect of transactions while being recorded and leaves the 
Impersonal aspect entirely unrecorded. However, in actual practice, a Cash 

Ook and personal accounts of debtors ãnd creditors are maintained while the 
Nominal and real accounts are ignored. 

In some businesses, in addition to Cash Book, other Subsidiary Books 
May also be maintained, but when it comes to posting these Subsidiary Books, 
Only the personal aspect of the transactions is posted. For example, a business 
maintaining accounts on Single Entry System may maintain a Purchases Book 
also. But when the Purchases Book is posted to Ledger, only the Suppliers' 
accounts are credited, no Purchases Account being opened to record total of 
credit purchases. In debiting and crediting personal accounts in Ledger, the 
Principle of Double Entry System-debit the receiver and credit the giver-is 
Strictly followed. The personal accounts have got to be maintained in Ledger 
because in the absence of them it would be difficult to ascertain as to how mucli 
amount is owing to creditors and how much amount is to be recovered from 
debtors. From the nature of the Single Entry System it would be clear that this 

Ystem can suit only a small trader and owing to the incompleteness of the 
Técords, the accounts prepared from it are usually unreliable. 

To sum up, Single Entry System is an incomplete Double Entry System. 
Drawbacks of Single Entry System à 
. l. Itignoresthe two-fold effect of business transactions and records only 
their personal aspect. 

2. No Trial Balance сап Бе prepared and as such the arithmetical 
Uracy of the Books cannot be tested. 
of 3. A Profit and Loss Account cannot be prepared owing to the absence 
a Nominal Accounts. As such the correct profit and loss made during the 

Ounting period cannot be ascertained. 
Cán 4. A Balance Sheet to show the true financial position of the business 
“NOt be prepared owing to the absence of Real Accounts. 
su 5. In the absence of complete information in the Books, the accounts are 
be uy Unreliable and any information obtained from these accounts cannot 
ted upon, 
6. Frauds can more easily be committed. 24 

The trading results of one period and the financial position of the 

S cannot be compared with those of the other periods. 
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ASCERTAINMENT OF PROFIT OR LOSS 


. " n d 
f Nominal Accounts in the books, Trading and Profit an 
id io be prepared. Profit or loss is therefore C Mex 
Lom aring the net position of a business (i.e., capital) as at the close or + 
сл period with the net position (i.e., capital) as at the beginning of t a 
period. Any increase in capital at the close of the period means a gror E 
decrease in capital means a loss. This may be explained with the help о : 
simple illustration. Suppose the capital of Ram on Ist I anuary, 1988 Pe 
10,000. On 31st December 1988, it is Rs. 15,000. This increase of Rs. Pe. 
in capital means that during the year Ram has made a profit of Rs. 5, 1 
(Rs. 15,000—Rs. 10,000). If the capital of Ram at the end of the year ri 
to Rs. 8,000, this means there has been a loss of Rs. 2,0 
(Rs. 10,000 —Rs. 8,000) during the year. 


The capital of a business at any time is ascertained by preparing А : 
statement, called Statement of Affairs. This Statement, like Balance Shee: 
contains assets on one side and liabilities on the other. The excess of asse 
over liabilities is capital. 

The assets and liabilities are ascertained in the following manner : 


The Cash and Bank Balances can be ascertained from Cash Book and 
Bank Pass Book respectively. The amount of debtors and creditors can be S 
certained from the personal accounts. The value of Stock in trade can be foun 
out by actual stock-taking. The values of fixed assets can be obtained from the 
previous Statement of Affairs and from such details as the trader is able to 
supply of their cost and the dates upon which they were purchased. 


Two Adjustments. The statement that profit or loss made in an account 
ing period is ascertained by comparing capital at the end of the accounting 
period with the capital at the beginning is subject to two adjustments, at 
withdrawals by the proprietor during the year and additional amount broug 
in by the proprietor during the year. These are explained with the help of the 
following illustration : 


Capital of Ram on lst January 1988 Rs. 10,000. 

Capital of Ram on 31st December 1988 Rs. 15,000. 

Fresh capital brought in by Ram during the year Rs. 4,000. 
Drawings by Ram during the year Rs, 3,600. 


If we simply compare the capital of Ram at the end of the year with d 
capital at the beginning of the year, we may say Ram has made a profit of ns 
5,000 during the year. But this statement is misleading, if we do not take In m 
account the fresh capital brought in, and the amount withdrawn, by Rê if 
during the year. The capital of Ram at the end of the period is Rs. 15 000. 4 
Ram had not broughtin fresh capital of Rs. 4,000, the capital of Ramat the a 
of the period would have been Rs. 11,000 (Rs. 15,000 — Rs. 4,000). Aga! 
Ram had withdrawn Rs. 3,600, during the year. If he had not done so, сар! 


oe acted 
of Ram would have been Rs. 14,600 (Rs. 11,000+3,600). It is this adjus E - 
capital of Rs.14,600 at the end which 


ofR should be compared with the capit?" 
the beginning in order to ascertain profit or loss. This is shown in the form 
a statement given on next page : 
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STATEMENT OF PROFIT OR LOSS OF RAM 
for the year ended 31st December 1988 


o Rs. 
Capital on 31st December, 1988 15,000 
"Less Fresh Capital brought in during the year ——4000- 
11,000 
Add amount withdrawn during the year —F3600— 
Adjusted capital on 31st December, 1988 14,600 
Less Capital on 1st January, 1988 —TUQ0U- 
Profit made during the year i 4,600 


The profit thus ascertained is subject to adjustments of outstanding and 
Prepaid expenses, outstanding incomes and incomes received in advance, 
depreciation, reserve for bad debts and so on. The profit or loss ascertained 
from the Statément of Profit or Loss is shown in the Profit and Loss A/c and 
then the necessary adjustments are made. After this, the Balance Sheet incor- 
porating the necessary adjustments is prepared. 


Illustration 1. Raja keeps his books by Single Entry. On 1st April, 1988, his 
position was as follows: 


Rs. Rs. 
Bills Payable 6,460 Cash-in-Hand 270 
- Sundry Creditors 20280 Cash at Bank 2,190 
Capital 1,46,800 Bills Receivable 4,060 
Debtors 48,670 
Stock 32,850 
Plant and Machinery ` 80200 
Furniture 5.300 
1,73,540 1,73,540 


2 


The following was the State of Affairs of Raja as on 31st December, 1988. 

Cash-in-Hand Rs. 400; Cash at Bank Rs. 5,810; Debtors Rs. 56,280; Bills 

“ceivable Rs. 6,840; Stock Rs. 36,730; Creditors Rs. 21,470; Bills Payable 
Rs. 5,950. 

. Raja brings in an additional capital of Rs. 10,000 on 1st July 1988 and 
Vithdraws at various occasions during the year Rs. 19,600. He is entitled to 
Ке St оп capital at 6 per cent per annum. No interest is payable on drawings. 
M Preciate Plant and Machinery at 10 per cent and Furniture at 6 per cent. 
o, ale a reserve of 5 per cent on debtors for bad and doubtful debts. Rent 

"Standing at the end of the year is Rs. 1,000. 

198 Draw up a Statement of Profit or Loss for the year ended 31st December. 
and also a Balance Sheet as on that date. 
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Soon STATEMENT OF AFFAIRS OF RAJA 
as on 31st March, 1989 


~~ abilities 


-— Rs. КЕ 
x Ле 5,950 | Cash-in-Hand 40 
yu m 21,470 | CashatBank 220 
"Excess of Assets over Bills Receivable 6,8 0 
Liabilities, ie., Debtors 36280 
Capitel (Balancing 1,64,140 | Stock pales: 

figure) Plant and Machinery 80,2 
Fumiture 5,300 
а hoses 


STATEMENT OF PROFIT OR LOSS OF RAJA 
for the year ended on 31st March, 1989 


Rs. 
Сарла on 311 March, 1989 1,64,140 
Lass Additional Capital brought in -10,00 
1,54,140 
Add Drawings + 19,600 
1,73,740 
Less Capital on 1st April, 1988 - 1,46,800 
Profit for the year 1988-89 subject to adjustments 26,940 
PROFIT AND LOSS ACCOUNT OF RAJA 
for the year ended 31st March, 1989 Cr 
Dr. ò 


To Interest on Capital 9,108 


By Profit as per Staternent 
To Rent Outstanding 1,000 


of Profit or Loss 
Plant and Machinery 8,020 


To Reserve for Bad and 
Doubtful Debts 

To Net Profit transferred 
to Capital A/c 


26,940 


*Note : 
Calculation of Interest on Capital un 
On Rs. 1,46,800 for one year @ 6% p.a. 8,8 
Ga Rs. 10,000 for six months @ 6% p.a. 3 


BALANCE SHEET OF RAJA as on 31st March, 1989 


Fresh Capital "m 
Interest б 
Net Profit 5 36,730 
1,71,588 ros 
Less Drawings 19,600 


72,180 


Illustration 2. The following is the Balance Sheet of Ram and Sham who share 
profits and losses in the ratio of 2: 3 as on 1st April, 1988 : 
4 


Liabilities Rs. Assets Rs. 
Sundry Creditors 5,600 Cash 500 
Bills Payable 4,400 Bank 12,500 
Ram's Capital 20,000 Bills Receivable 1,500 
Sham's Capital 30,000 Sundry Debtors 8,600 

Stock 10,900 

Furniture 7i 

Plant 19,000 
60,000 60,000 


Next year on 31st March, 1989 their position was as follows : 

Cash Rs. 3,500; Bank Rs. 14,600; Bills Receivable Rs. 800; Sundry Debtors 
Rs, 21.700; Stock Rs. 25,200; Furniture Rs. 6,200; Plant Rs. 17,000; Sundry Creditors 
Rs, 4,500; Bills Payable Rs. 2,500. Ascertain the profit or loss made by the firm during 
the year after providing interest on capital @ 9% р.а. 

i Ram withdrew @ Rs. 200 per month and Sham @ Rs. 300 per 

E care MARRE is to beignored, Salaries outstanding on 31st March, 1989 
amount to Rs 500, A reserve for Bad'end Doubtful Debts is to be created on Sundry 
Debtors @ 5%. Also prepare Balance Sifeet as on 31st March, 1989. 
Solution " 
STATEMENT OF AFFAIRS OF RAM & SHAM as on 31st March, 1989 


Capital (Balancing figure) 
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TEMENT OF PROFIT OR LOSS OF RAM & SHAM 
Sie for the year ended 31st March, 1989 


Rs. 
82,000 
Capital on 31st March, 1989 
Add Drawings Rete 
Ram D 
Sham 3,600 СОО 
ginni 88,000 
ital at the beginning of the year y 
Вла Capital of Ram and Sham) 50,000 
Profit for the year subject to adjustments : 38,000 


PROFIT AND LOSS ACCOUNT OF RAM & SHAM 
for the year ended 31st March, 1989 


Dr. 


To Reserve for B/D 

To Salaries Outstanding 

To Interest on Capital : 
Ram 


By Profit as per Statement 


of Profit or Loss 38,000 


Sham 


To Net Profit to— 


m 12,766 
Sham 19,149 


BALANCE SHEET OF RAM & SHAM 
аз on 31st March, 1989 


Liabilities! - 


ARE . 
Sundry Creditors 4,500 | Cash 3,500 
Bills Payable 2500 | Bank 14,600 
Salaries Outstanding 500 | Bills Receivable 4800 
Ram's Capital 20,000 Sundry Debtors 21,700 
8 : fuo Less Reserve 
teresi R for B/D 1,085 
Profit 12766 Ч 20615 
Stock 25,2 
34,566 Fomiture 6200 
Less Drawings 2,400 Plant 17,000, 
32,166 
Sham's Capital 30,000 
Add Interest 2,700 
Profit 19,149 
51,849 
Less Drawings 3,600 | 48,249 
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CONVERSION OF SINGLE ENTRY INTO DOUBLE ENTRY 
The conversion of the system of book-keeping from Single Entry to 
Double Entry may have to be done : 
1. On a given date, say 1st April, 1988, or 
2. Fora given period, say from 1st April, 1988 to 31st March,1989. 
CONVERSION ON A GIVEN DATE 
If the books maintained on Single Entry are to be converted into Double 
Entryona given date, the following steps have to be taken for this conversion: 
(1) Prepare a Statement of Affairs as on the date on which conversion is 


t0 be done. ; 
(2) Pass the opening entries in Journal debiting all assets accounts and 


crediting all liabilities accounts and capital account. 
(3) Post the opening entries into Ledger, leaving personal accounts of 
debtors and creditors and any other accounts as already appear in Ledger. 
Now the double entry їп Ledger is complete on the given date. 
CONVERSION ON A GIVEN PERIOD 
For conversion of the system of Book-keeping from Single Entry into 
Double Entry for a given period, the following procedure is to be followed: 
Where Subsidiary Books and Personal Accounts are maintained 
1. Prepare a Statement of Affairs as at the beginning of the period and 
Open in the Ledger all the assets and liabilities accounts (excepting the 
Personal accounts as already appear in the Ledger) through “opening entries” 
In the Journal. 
2. Total up the Subsidiary Books and post their totals to respective 
Impersonal Accounts in the Ledger. Take, for example, the Purchases Book. 
*he individual suppliers’ musthave already been credited in the Ledger. Now 
Open Purchases A/c and debit it with the total of the Purchases Book in order 
to complete double entry of credit purchases. Likewise open Sales, Returns 
магаз A/c, Returns Outwards A/c, Bills ReceivableA/c and Bills Payable 
сос апа make the necessary entries in these accounts with totals in order to 
Omplete double entry. à 
to IfPetty Cash Book is also maintained, post the totals of Analysis Columns 
Tespective expenses accounts in the Ledger, debiting these expenses 
“counts and crediting the Petty Cash A/c. 
ассо Go through the Cash Book and post a 
isc nts in Ledger as were not previously posted. Also 
Ount Columns to Discount A/c. ; 
- Scrutinise all the Personal Accounts of debtors and creditors : 
ed To find out those items which were directly entered in personal 
nts without first being entered in some Subsidiary Book. 


The double entry ofall such items should be completed in the Ledger 


1 those entries to respective 
post the totals of the 
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` Now to complete double entry, creait Sales A/c and Bills RD 
im Rs 9,130 and Rs. 500 respectively and debit Discount A/c ue 
ac RES Receivable Account with Rs.2.400, Returns Inwards A/c v 
К КОО БУНЫ Afe wills 1480 arid Allowances A/e with Rs. 80. = 
сс its double entry is already complete as cash T : ош 
customers must be appearing on the debit side of Cash Book which f EUM E. 
of double entry. Total of discount allowed to customers may be obtaine vac 
from Cash Book which will be total of discount column on the debit si 
Cash Book) or from the Debtors' Analyses Sheet. 


On similar lines, Creditors’ Analyses Sheet is prepared to find out Е 
figures of credit purchases, bills payable accepted during the period, Те 
outwards, discounts allowed to us and so on. These Impersonal accounts sha 
be opened in the Ledger in order to complete double entry. 


-Now the Cash Book would be gone through to post all such items as have 
not been posted earlier to Impersonal Accounts. 


A Trial Balance can now be drawn out and Final Accounts prepared. 


MISSING INFORMATION 1 ES 

In practical questions in examination, some missing information 
usually to be found out. This missing information may be : 

l. Opening Capital. 
Opening balance of cash, 
Opening balance of debtors and creditors. 
Opening balance of bills receivable and bills payable accounts. 
Closing balance of debtors and creditors. ; 
Closing balance of bills receivable and bills payable accounts. 
Credit sales and credit purchases. 
Cash sales and cash purchases 
Bills received and accepted during the accounting period. 


One or more of the above missing items can be found out by preparing 
1. Opening Balance Sheet. 


2. Cash Book or Cash Account. 
3. Total Debtors' and Total Creditors’ А/сз. 
4. Bills Receivable and Bills Payable A/cs. 


The given information is substituted in the Balance Sheet, Cash Boo 
Total Debtors’ and Creditors’ A/cs i 


о go 1g ta OD HS 


1 = tion 
: 5 IS missing. After the missing informat 
question of Single En; эп on FË 
Accounts. gle Entry becomes а question 
Illustration 3. From it 


the following; 5 gae” 
Purchases for the year 193g, "&*formation, find out the credit sales 27 


On 1.1.1989 
Rs. 
Balance of Debtors 10,000 
Balance of Creditors 9,500 
Transactions during the year 
Cash paid to Creditors 
Discount allowed by them 
Retums Inwards 
Retums Outwards 
Cash received from Customers 
Discount allowed to them 
Bills Received from Customers 
Bills accepted 
Bad Debts 
Bills Receivable Dishonoured 
So 
vi TOTAL DEBTORS' ACCOUNT 
1989 
25 То Balance В/4 DIU 
АКТ ills Receivable 
to те 7 3,500 Ву Retums ara 
Dec. 31 | To Sales(Balan- By Bills Reset © 
` cing figure) 70,000 By Bad 
By Balance c/d 


Jan. | 1 | To Cash 
` Jan. |1 Jan 
to ; , to 
Dec.|31 | To Discount 500 | Dec. 
To Bills Payable 4,600 


To Returns Out- 
wards 
To Balance c/d 


By Balance b/d. 

By Purchases 
(Balancing 
figure) 


On 31.12.1989 
Rs. 

_ 12,000 
7,600 


25,600 


In the above Illustration, the figures of credit sales and purchases may be 
given but the closing balances of debtors and creditors may be missing. In such 
acase, when the given information is included in the Total Debtors' and Total 
Creditors’ A/cs the closing balances of Debtors and Creditors may be found 
Out. Likewise, the opening balances of Debtors and Creditors may be ascer- 


tained. 


One point may be noted. Ina particular account or statement only one item 
Can be missing unless some other item whichis also missing can be ascertained 
* 


CX В 


U 


isi rtained from some 
ther account or statement. After this item (asce; д 1 
Bos is included in that particular account or Statementin which two 
} eu are missing, the other missing item can be ascertained. 


Illustration 4. Find out credit sales from the following information : 


1,1.1989 31.12.1989 
Вз. Кз. 
се of Debtors _ 10,000 7,500 
p of Bills Receivable 3,000 4,000 
Transactions during the year. 
Cash received from customers during the year 49,500 
Discount allowed to them 500 
Retums Inwards 2,000 
Cash received against Bills 7,000 
Bad Debts 1,500 
Bills Receivable (Dishonoured) 2,500 
Solution 
Dr. TOTAL DEBTORS' ACCOUNT Cr. 


1989 / 
Jan. To Balance b/d By Cash 
Tan. To Bills Receiva- By Discount 500 
to ble (Dishonoured) By Bills Receiva- 
Dec. To Sales (Balancing ble 10,500* 
figure) By Retums 
Inwards 2,000 
By Bad Debts 1 9 
By Balance c/d 
71,500 


*Bills received from customers durin 


g the accounting period have been ascertained 
from Bills Receivable A/c shown below : 


BILLS RECEIVABLE ACCOUNT Cr. 


1989 д 
Јап. To Balance b/d By Cash 7,000 
Jan. To Debtors A/cs 
to Gills received By Debtors A/cs 
Dec. during the year— (Bills disho- 
Balancing figure) noured) 2,500 
By Balance c/d 


' In this Illustration, two items were missin 
A/cbutone item on the credit side (i.e., Bills Ri 
beascertained from another accoü 


Б as regards Total Debtors’ 
eceived during the period) could 


unt, i.e., Bills Receivable A/c, When this item 
is substituted in Total Debtors’ a/é 


found out as the difference between the totals of the tw. 


nly one item remains missing and this is 
О sides. 


М 


471 


" Illustration 5. From the following facts supplied by Krishnan, who keeps his 
books 


onSingle Entry, you are required to calculate ‘total purchases’ for the year 1999, 


Rs. 

Opening balance of Bills Payable (1.1.1989) sooo 
Opening balance of Creditors (1.1.1989) son 
Closing balance of Bills Payable (31.12.1989) 7,000 
Closing balance of Creditors (31.12.1989) 1000 
Paid to Creditors during the year neo 

Bills Payable discharged during the year о 
ms Outwards during the year 1 ES 

h Purchases during the year i 
TOTAL CREDITORS' ACCOUNT Cr. 


To Cash By Balance b/d 6,000 
To Returns Out- By Purchases Р 
wards 1,200 (Balancing figure) | 40,300 


To Bills Payable 10,900 
To Balance c/d 


To Cash 8,900 
To Balance c/d 7,000 


By Balance b/d 

By Creditors’ A/c 
(Bills accepted 
during the year 

1 Balancing figure) 


a hee 3 Rs. 
Cath Purchase Per Total Creditors Alc) 40,300 
Total Purchases saa 
- 66,100 
Illustration 6. From the followin, info; i 
nuary 1,1989; DP EMEN 


» ascertain the figure of stock ason 


Purchases during the year 1989 Re 
Sales during the year 1989 Sro 
Stock on 31st December,1989 а 


Rate of Gross Profit remains uniform during the year at 20% S d 
On cost, 


472 


Solution : 
Dr. 


> 


TRADING ACCOUNT Cr. 
for the year ending 31st December, 1989 


To Stock on 1.1.1989 
(Balancing figure) 

To Purchases 

To Gross Profit ‚ 
(20/120 of Rs.60,000) 


In this Illustration, first Gross Profit is ascertained, and then the balancing 


By Sales 
By Stock on 31.12.1989 


figure is found out as opening stock. 


Illustration 7. Singh keeps his books by Single Entry. You arerequired to prepare 
his Trading and Profit and Loss Account for the year ending 31st December 1989, and 
Balance Sheet on that date from the following information : 


(1) Particulars of Assets and Liabilities as on 1st January 1989 and 31st 


Provide for doubtful debts @ 5%. Salaries, 
December,1989 are outstanding. 


December, 1989 : 
1,1.1989 31.12.1989 
Rs. Rs. 
Debtors 20,000 18,000 
Creditors 16,000 13,500 
) Bills Receivable 5,000 4,000 
Bills Payable 4,000 5,000 
Stock in hand 8,900 10,000 
Office Furniture 2,000 2,000 
Business Premises 22,000 22,000 
Cash in Hand 2,100 | 1,500 
(2) Cash transactions for the year ending 31st December, 1989 : 
Rs. 
Receipts from Debtors 70,000 
Payments to Creditors 50,000 
Salaries Paid 22,000 
Wages paid 1,100 - 
Received against Bills Receivable 15,000 
Paid against Bills Payable 10,000 
Office Expenses 2,000 
A's Drawings 10,000 
Rent paid 5,500 
Insurance 500 
Cash Purchases 5,000 
(3) Summary of the remaining transactions during the year : 
Rs. 
Discount allowed to Debtors 500 
Bad Debts written off 3,000 
Discount allowed by. Creditors 400 
Retums Inwards 700 
Bills Receivable Dishonoured 2,000 
Bills Payable Dishonoured 1,500 
Retums Outwards 300 


Wages and Rent for the month of 
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Insurance prepaid on 31st December 1989 amounts to Ks.100. Depreciate 


Furniture by 20 per ceni. 
Solution : 


The following information is missing in the question : 
1. Opening Capital (This will be ascertained by preparing Balance Sheet on Ist 


January,1989). 


2. Cash Sales (This will be ascertained by preparing Cash Book for the year). 

3. Credit Sales and Credit Purchases (These will be ascertained by preparing 
Total Debtors’ and Total Creditors’ A/cs respectively). ; 

4. Bills received and accepted during the year (These will be ascertained by 
Preparing Bills Receivable and Bills Payable A/cs respectively). 


BALANCE SHEET OF SINGH аз on 1st January, 1989 


Creditors 
Bills Payable 
Capital (Balancing figure) 


Dr, : 
1989 
Ten, 1 | To Balance b/d 
an. | 1 To Debtors 
to To Bills Receivable 
Dec. |31 | To Sales (Balancing 
figure) 


1 | To Balance b/d 
1 | To Bills Receivable 


to (dishonoured) 
Dec.|31 | To Sales (Balancing |. 
figure) 


Rs. 
16,000 Cash 
4,000. Bills Receivable 
40,000 Debtors 
Stock 


Office Fumiture 
Business Premises 


By Creditors 
By Salaries 
By Wages 
By Bills Payable 

By Office Expenses 
By Singh's Drawings 
By Rent 

By Insurance 
By Purchases 
By Balance c/d 


By Cash 

By Discount 

By Bad Debts 

By Retums Inwards 

By Bills Receivable 
(Figure obtained 


from B/k A/c) 
By Balance c/d 


Cr. 
BILLS RECEIVABLE ACCOUNT 


To Balance b/d 


By Cash 


1 то Debtors B ils dishonored) 
pee ерее Леге) By Balance c/d 


1989 aa 16,000 
I y Balan 
s mes Jan. By Bills Payable 1,500 
Dec. To Discount to (Dishonour 
To Return Outwards Dec. By Purchases 59,200 
To Bills Payable 


(Balancing fig ure) 
(Figure obtained) 
from B/P A/c. 
To Balance c/d 


1989 Т 4,000 
To Cash Тап By Balance b/i 
Jan. 
Dec E dion (Bills s 
1shon« 
Dec. Dec. 


By Creditors 
(Balancing figure) 


f^ 
TRADING AND PROFIT AND LOSS ACCOUNT e 
for the year ending 31st December,1989 

To Stock 1.1.19! 

To sen 9 106000 
Less Retums 104 

To Wages 1 

Add Outstandin 


fon By Stock (31.12.1989) 
To Gross Profit cd. 


By Gross Profit b/d 
By Discount Received 


To Discount 


To Reserye for Doul 
пм ibtful De! 
e N lation on Рат EA 
t Profit transf P 


Capital A/c 
Aeg 


BALANCE SHEET OF SINGH 
as on 31st December, 1989 
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Liabilities 
Bills Payable 5,000 Cash 1,500 
Creditors 13,500 Bills Receivable 4,000 
Outstanding Expenses : Debtors 18,000 
Wages 00 Less Reserve 900 
Salaries 1 
Rent < 17,100 
Capital: Stock 10,000 
Add Profit Prepaid Insurance 100 
Furniture 2,000 
.Léss Drawings Less Depreciation 400 1,600 
Business Premises 22,000 


TEST QUESTIONS 
1. Whatis Single Entry System ? How is profit or loss calculated under Single 
Entry System ? 
2. What are the drawbacks of Single Entry System ? 
3. How are accounts maintained on Single Entry System converted into Double 
Entry System on a given date and for a given period ? 


4. WhatisSingleEntry System? How will you convert the Single Entry System 


into the Double Entry System of book-keeping ? (All India S'S.C'E 11983) 


_ .5. Explain in detail the steps to be taken to convert a set of books kept under 
Single Entry System into Double Entry System. (Delhi Board S SC E 1980) ` 
6. What do you understand by the Single Entry System ? How does it differ 
from the Double Entry System ? (All India S S C E 1982) 
4 7. Describe the conversion method of calculation of profit under Single Entry 
TS Ed (Delhi Board SS C E 1981) 
т. Profit made by a concern during the past one year would be, when the 
(il Re. пета by Rs. 40,000 and drawings amounted to Rs. 10,000 (i) Rs. 50,000, 
1) Rs. 30,000, (iii) Rs. 40,000. (Delhi Board SSCE, 1978) 


PRACTICAL EXERCISES—I 
1. Kuldeep, a general merchant keeps his accounts on single entry system. He 


wants to know the results of his busines h А 
осебе is available: son 31st March,1989 and for that following 


Ist April,1988 31st March, 1989 
Cash-in-Hand 15 ою А, 
Bank Balance 75,000 800 
miture 10,000 i 
Stock 50,000 n 
Teditors 35,000 oe 
Debton 25000 ‚ 40,000 


30,000 
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1 t of which 
A al purposes, the ren! Men 
personal purposes. He also used a flat for his person es 
: prp 300 pm. andelectricity (ө! ara an eie x = 2 000 at 2 
ine ld his 5% Governm: Э 15:21010 
abu Кее Hades the business. Besides this, there 15 
discount 


information. 


ear. 
You are required to prepare his statement of profit or loss T. 1988 with 
11. S.Bhargavacommenced business = ia peer a and fixtures p: 
ital of Rs. 20,000. On the same day he purchased fu: books, which do m 
Rs 4000. From the following particulars obtained from his are Trading and Pro i 
conformtostrictdouble entry principles, you are required to прста е Sheet as on thal 
and Loss Account for the year ended 31st March, 1989 and a 


date ; ^s Rs. 1000 
ales (including cash sales Rs.10,000) 25,000 Bhargava's Drawings 240 
усу сок ел сазһ Salaries of staff a 20 
purchases Rs.9,000) 20,000 Вай debts written o! 
Trade expenses aid Ri 8. 1,000 to 
Bhargava has used cloth worth Rs.600 for private E mae were worth 
his son, which is not recorded anywhere, On 31st March 1989 his 
Rs. 7,000 and credito 


12. Mr.X. k 


Rs. 8 
rs Rs. 4,000. Stock-in-trade.on that day was worth 


ing prepa’ 
11 , * 
eps his books on single entry system. From the follow th 
Trading and Profit and 


wil 
together 
Loss Accountfor the year ended 31st March, 1989 108 
Balance Sheet as on that date : Rs 
Cash Baok analysis shows the following : 2,000 
Rs, i 
Interest Charges 100 Rent 425 
Personal Withdrawals 2,000 Balance at Bank as 2 
Staff Salaries 6,500 on 31.3.1989 15 
Other Business Expenses 7900  Cash-in-Hand as on 000 
Payments to Creditors 15,000 31.3.1989 25) 
Cash Sales 15,000 Received from Debtors 
Further details available are: 315.198? 
141988 ^ 3131989 14.1988 000 
Rs. Rs. us 5000 
Stock on Hand 09,000 10000 Furniture 1 4 
reditors 8,000 5,500 Office Premises 15,00 
Debtors — 22,000 30,000 
Provide 5.per cent interest on X's Capital balance as on 1.4.1988 assets: 5 fer 
Provide Rs.1,500 for doubtful debts, 5 per cent depreciation on all fixed i profit 270, 
cent group incentive commission to staff has to be provided for on Пё e gs, 
Bating all expenses and the „mmission, Discount allowed tocustomers y 
usiness expenses paid in advance are Rs, 220. А ks on Sind 
m in Roshan Washing House is Owned by Roshan. He keeps his bo? 889 
tty. He Bives you the following information : March 311 Rs 
: ` March 31,1988 6000 
Fumiture and Fittings ; Rs. 1,000 
Sem ed Fui so io 
Sundry De 3,000 nil 
Sundry Creditors 6000 20 
repaid Expenses 2,000 1,000 
Unpaid Expenses Nil 300 
Cash-in-Han 600 
1,100 


Receipts and Payments during the year : 
Rs. 


Rs. 
Receipts from Debtors 21,000 Drawings 12,000 
Paid to Creditors 10,000 Sundry Expenses 16,000 
Cartage 2,000 Fumiture purchased 

for Cash 1,000 


Prepare a Trading and Profit and Loss Account for the year ended March 31,1989 
and a Balance Sheet after providing for Bad Debts at 5 %. There was a considerable 
amount of Cash Sales. 

14. Prepare the Balance Sheet as at 31st March,1989 and the Profit and Loss 
Account for the year ended on that date of Arun Ghose’s business from the following 
information for the year 1988-89 supplied by him : 


(а) Balances as at 1st April, 1988 : 


Rs. Rs. 
Cash-in-Hand 4000 Stocks 35,000 
Cash at Bank 28000 Fixed Assets —— 20,000 
Sundry Creditors 15,000 Arun Ghose's Capital 95,000 
Sundry Debtors 23,000 


b) Durin ear creditors were paid Rs. 26,000 in cash and Rs. 1,55,000 by 
Bel while pei paid Rs. 55,000 e and Rs. 1,90,000 by crossed cheques. 
The balances at close stood as : Sundry Debtors Rs. 27,000 and Sundry Creditors 
Rs. 35,000. A disbursed b; 

* debitable to Profit and Loss Account were urs y 
с а, аат amounting to Rs. 7,500 paid in cash. Outstanding 
expenses at close were Rs. 2,000. 
(d) Мегргобі for the year was Rs. 41,000 after allowing 10 per cent depreciation 
on fixed assets. 
(e) Closing stock was Rs. 75,000 


(f) His drawings during the year were Rs.10,000 in cash and Rs.14,000 by 
Cheques. 


15. Shri Ram keeps his books on single entry system. From the following 
particulars prepare Trading and Profit and Loss Account and the Balance Sheet for the 
year ended 31.3.1989 : 


On Ist April, 1988 his assets and liabilities were as follows : 


Stock Rs. 50,000; Sundry Debtors Rs. 60,000; Machinery Rs. 60,000; Furniture 
Rs. 5,000; Sundry Creditors Rs. 30,000 and Bank Overdraft Rs. 10,000. i 


The Cash Book gives the following information: 
Rs. s 


Receipts from Debtors 80,000 Salaries 50x. 
Cash Sales 30,000 Drawings 4,000 
Payment to Creditors 40,000 General Expenses 8,000 
Cash Purchases 25,000: Rent 2200 
Interest on Bank Overdraft 1,500 


Discount allowed to debtors was Rs. 4,000 and discount earned from creditors 
was Rs. 2,500. Goods worth Rs. 3,000 were returned by the customers and goods worth 
Rs.1,500 were returned to his suppliers. 

On 31st March,1989 his position was as follows : 


Stock Rs. 45,000; Sundry Debtors Rs. 70,000; Bills Receivable Rs. 6,000; Bills 
Payable Rs. 4,000; Machinery Rs. 60,000; Furniture Rs. 5,000; Sundry Creditors 
Rs. 25,000; Salary Outstanding Rs. 500. 


Depreciate Machinery at 10% and Furniture at 6 %. 
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1 ‘Si Entry System’. The position of his 
. A trader keeps his books under ‘Single 
b xg as on 1st April 1988 was as under : Sundry Creditors Rs. 17,000; Freehold \ 
Келе: Rs. 50,000; Stock Rs. 25,000; Sundry Debtors Rs. 20,000; Furniture 
Rs. 2,000. The following is the summiary of his Cash Book for the year 1988-89 : 


ij Rs. Payments Rs. 

cruda 15,000 ^ Bank Balance (1.4.88) 10000 
Сазһ $а1ез 80,000 Cash Purchases 28, 

Expenses 22,000 

Drawings 3,000 

Sundry Creditors 20,000 

Cash in Hand 2,000 

Cash at Bank 10,000 

95,000 95,000 


You are required to Prepare a Trading and Profit and Loss Account for the 
year ended 31st March,1989 anda Balance Sheet as on that date. Show your workings 
in detail. (Adapted from Delhi Board SSCE, 1978) 


PRACTICAL EXERCISES—II 


l. Manohar Lal keeps his books by the ‘Single Eniry' metnod. His position on 
31st March,1988 was as follows : 


Cash-in-Hand Rs, 500; Cash at Bank Rs. 6,000; Stock Rs. 5,000; Debtors 
Rs. 3,300; Furniture Rs. 1,200; Creditors Rs. 4,000. 


During the year, Manohar Lal introduced Rs. 4,000 as further capital in the 


business and withdrew Rs, 9,000 out of which he spent Rs. 6,000 on the purchase of 
a machine for the business. 


On 31st March,1989 hig Position was as follows : 


Cash-in-hand Rs.500; Cash at Bank Rs. 5,000; Stock ks, 6,000; Debtors 
Rs. 4,600; Furniture Rs, 1,200; and Creditors Rs. 6,000. 

Prepare necessary statements showing the profit or loss made by him during the 
year and a Balance Sheet as at 31st March,1989, after making the following adjust- 
ments : ; 


Depreciate Furniture and Machine by 10%, 
provide 5 p.c. for doubtful debts, 


2. A trader keeps his books by the Single Entry System, His financial position 
as on April 1, 1988 and March 31,1989 is given 


Write off bad debts Rs.200 and 


as under : 

Ist April,1988 31st Магсћ,1989 
"ash 750 580 
lank 4,300 4,200 
Jebtors 15,000 18,900 
'reditors 14,500 11,700 
tock 9,600 j 10,420 
ills Receivable 2,000 3, 

ture 


— Aen 
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is pri ses, 
i Rs. 6,000 for his private purpo: 

Durin the trader had withdrawn E 

od ded formation prepare his statement of Profit ч к М КОП 

ж ШОР dako a Balance Sheet as at that date, after e forma d 
mdM eem : ои Furniture by 10% and making areserveo 

ac егу by lo 
Doubtful Debts, ‘pril,1988 with a Capital of 
j i business on 1st April, 1 
Rs 25,000 n oues furniture for Rs. 6,000. During the year he 


k i Sundry Debtors Rs. 14,400; 

i .600; Cash at Bank Rs. 7,800; t | 

Soci 20400 ah Rs. 4,800; Sundry Creditors Rs. 1,500; RentdueRs 
450, 


Furniture to be depreciated by 10 per cent. Ascertain the Profit or loss made by 
Arjun Singh during 1988-89. 


4. A retail trader keeps his books on the Single Entry System. His assets and 
liabilities on 1st April, 1988 and on 31st March, 1989 were ©, under : 


Ist April,1988 31st March, 1989 


Rs Rs 
à 275 110 
SET эз en 
tock-in-trade 2200 3.630 
undry Debtors К | 
тіше & Fittings 1200 iosa 
undry Creditors 3 
During the Yearhe had drawn out of the business Rs 6,000. Of this sum Rs. 2,709 
had been Spent by him for Purchasing a delivery van for the bus 
Dare a statement Showing his Profit for the Year and a Statement of affairs as 
at 31st Магсһ, 1989 ting off 10% depreciation о and fittings ang 
Providing 10% reserve undry debtors for bad debts and sal utstanding Rs 200 
5. A trader has not ! proper books of account. The following balances are 
paced before you and YOU are required to Prepare a statement Of gross Profit and net 
Pro5t for the Year ended 31st March 1989 and а statement Of affairs at that date 
1 41908 еә 1.4.1988 31.3.1989 
pian . . i К " S. 
Stock-in-Trade 59350 62,200 digs b 53 
Sundry Creditors 38,600 37,200 i =< 53,000 
H De Fumiture and 
undry Debtors 30,200 29,800 Fittings 4,600 4,600 
Bills Payable . no ео 
Drawings during the year amounted to Rs. 6 р iation j 
8 th - 6,000. SPreciation ig to be 
calculated on Land and Buildings at 2 per cent and on Furniture and Fittings at 10 per 
Sent. Provide for doubtful debts at 2 Per cent, 
aor ipn Т ИИИ me 
| 25.000. On п Chase, те for Rs, 
Plowing Particulars obtained fro, is » Which do n ши ble. E iy 
Bre е5, you are r uired to Prepare Trad 8 Account d Profit and Loss Ac 5 
Year ended 31st M h, 198 Balance Sh 9n that dat эш 
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Rs. 
50,000 
including Cash Sales Rs.20,000) Y 
ext (ЕЕЕ Cash Purchases Rs.12,000) дох 
Vijay's Drawings (in Cash) 4,000 
Salaries to Staff ; 500 
Bad Debts written m |@ 
de E: ses pai , 
Gove EE | by fire during the year 2,000 


Vijay used goods worth Rs.1,200 for private purposes during the year. On 31st 
March, 1989 his debtors amounted to Rs.14,000 and creditors Rs.8,000. Stock-in-trade 
on that date was worth Rs.16,000. Depreciate furniture by 20% and create a reserve for 
bad debts at 5%. (Adapted from All India SSCE, 1984) 

7. Brown and White are in partnership. They keep their books on the Single 


Entry System. From the following particulars (giving effect to the adjustments) you are 
required to prepare a Statement of Affairs as at March 31,1989 : 


Adjustments : 

Interest on Capital at 10% per annum. 

Interest on Drawings : Brown Rs.150 and White Rs.110. 
Depreciate Machinery at 10% p.a. and Fixtures at 5% p.a. 


March 31,1988 April 1,1989 
Rs. Rs. 
Cash at Bank 5,000 7,000 
Sundry Debtors. 10,000 1 5,000 
Machinery 6,000 i 
(Addition on 
T Oct.1,1988) 
Fixtures 2,000 2,000. 
Stock 8,000 11,000 
Sundry Creditors : For Goods 5,400 6,200 
(including 
For Rates 250 
For Rent 500 


8. From the following calculate total sales made dur; iod 1st April 
988 to 31st March, 1989 : wie DEP penod 1и 


Rs. 

ivable in the beginning (1.4.1988) 7,800 
able encashed during the year . 20,900 
beginning(1.4.1988) 30,800 

ed from Debtors 70,000 
written off 2,800 
8,700 

1,800 

{| 

(as per Cash Book) nr 


/ 40,900 
(Adapted from Delhi Board SSCE, 1982) 


F 
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9. From the following particulars prepare Bills Receivable Account and Total 
Debtors’ Account for the year ended 31st March,1989 : 


Total Debtors’ Account Balance on 1.4.88 
Bills Receivable Account Balance on 1.4.88 


Sales (including Cash Sales of Rs. 20,000 made during the year) 


tums Inwards 


h received from Debtors during the year 


count Allowed to Debtors 


Bills Receivable endorsed to creditors d 
Cash received from bills matured during the year 
Bad debts written off during the year 

Bills Receivable Account Balance on 31.12.1989 


10. From the following information find 
Purchas 


es for the year 1988-89 : 


Balance of Debtors on 1.4.1988 
Balance of Creditors on 1.4.1988 
Cash Paid to Creditors 
ї allowed by them 
Retums Inwards 
elus Outwards 
ЗП received from customers 
iscount allowed to them 
1.5 received from customers 
а ted 
Bad Dene 
ills Receivable dishonoured 


btors оп 31.3.1989 
Creditors on 31.3.1989 


11. 


required to determine th 


uring the year 


15, 
(Adapted from All India SSCE,1986) 
out the Credit Sales and Credit 


19,000 
9,500 
(Adapted from Delhi Board SSCE, 1 979) 


You are е (a) total sales; and (b) total Purchases for 
1988-89 from the following Particulars: - 
Rs. Rs. 
Total debtors on 1.4.88 55,252 Discount eamed 1455 
Total creditors on 1.4.88 39,275 Bad Debts 3,224 
Bills Receivable on 1.4.88 27,322 Retums Outwards 2,397 
Bills Payable on 1.4.88 2345 ^ Discount Allowed 3,049 
Cash Nom Debtors 23,288 Cash Sales 3308 
ot including a sum of i 
Rs.325 now recovered. It ae made against 
Was written off as bad debt Total Creditors Ni 
last year) 
Cash Purchases 4245 M Dara inn 
Cash Paid to Creditors 23,532 (31.3.89) 
(Including sum of Rs, 1,809 Bills Paysble(31 3 go) сю 
being the cost of lypewriter i Receivable pnus 
Purchased-Payment made to (31.3.89) 
its Supplier) ` 32322 
Cash received against B/R 27,500 
Retums Inwards 1,156 
(Adapted from All India SSCE 1979 
l2. From the following facts suppli ' : 
em 1 1 Pplied by Rama who ki i n 
try System, you are required to calculate total purchases ы oe iia 


total sales ; 


484 


1.4.88 31.3.89 
Rs. Rs. 

14,000 32,000 
Debtors — 50000 200 
Bills Receivables $000 n 
Creditors - 1600 
Bills Payable 5 10,000 К 
Further information for the year 1988-89 is as under : 
Cash Received from Debtors 1,00,000 
Cash Paid to Creditors 80,000 
Discount allowed 400 
Discount received 600 
Bad Debts 800 
Returns Inwards 1,400 
Returns Outwards 1,800 
Bills Payable discharged 5:000 
Bills Receivables dishonoured 2 2.000 
Bills Receivable encashed 16,000 
Cash Sales 25,000 
Cash Purchases 1 


18,000 
(Adapted from Delhi Board SSCE, 1985) 


13. Raju keeps his books by. Single Entry. On 1st April,1988 his capital was 


Rs. 27,600. An analysis of his Cash Book for the year gives the following parti- 
culars : 
Rs. 
Debit side: Received from Sundry Debtory 24,000 
Paid in on Capital Account 60 
Credit side : Due to Bank, Ist April,1988 290 
© Payment to Sundry Creditors 10100 
General Expenses E 
Wages | S 
Drawings i 1 
Balance at Bank, March 31,1989 E 
The other information about assets and liabilities is as follows 89 
1.4.1988 з 
Debtors Rs. 5,200 
ракаў 21,200 23800 
DONNE NECS. 
t and Machin ‘ Е 
Fumiture and Еш EU | ei 
Fromthe above inf i ie 
31st March,1989 and Baan “Prepare Profit and Loss Account for the year €" 


гҮ: heet as on th iding 5% interest 01 
apital ignoring payments in d м at date after providing 5% satio 
d Reserve of 5% a Бери ue depreciationon Plant, 5% depres! 


lors 
d B uer t Ln 
ced 7500 саһа Bank 9000 
aa 4000 А? ME. 200 
-4000 8,000 Fumiture = 
e 15,500 E 
2 eee year 1988-89 the books wer, 


alysis 
actions reveals the following 3 very imperfectly kept, but an an 


Rs Rs, 
Receipts from Customers 35,000 Payment of Salaries E 
Drawings for Personal expenses : P in e ию 2000 
i а, 
Shen 200 6,000 Miscellaneous Expenses 400 
The schedules of Debtors and Creditors on 31st March 1989, totalled Rs. 200 
and Rs. 6,400 respectively. No inventory of the Stock on 31st March,1989 was кез 
Dutit was tated thata Gross Profil a а а ы Tate of 40 percent on turnover was m: 
during the year 
i Account for the year ended 
Bank Account, Trading and Profit and Loss 1 r 
31st He tah а Balance Sheet as on 31st March, 1989. Depreciate Furniture 
10%, 
15 A keeps his books by Single Entry. During the year of 1988-89 he kept aCash 
Book which gives the following information : E 
Rs. ' 
Received fro, Debtors 800 Overdraft on 1.4.1988 60 
Additional Capital introduced Paid to Creditors 600 
Оп 1.10.88 60 General Expenses 180 
Loan from C at 16% per annum Salaries 60 
оп 1.10.88 300 Drawings . 80 
Balance at Bank (31.3.1989) 180 
The following balances existed on 1.4.1988 - 
S Debtors Rs.1,060; Sundry Credi 
Rs, 369, T 


The following balances existed on 31 


tors Rs. 300; Furniture Rs. 500; and Stock 


-3.1989: 
Sundry Debtors Rs.1,200; Sundry Creditors Rs. 380; Furniture Rs. 500 and Stock 
Rs. 520, ' - ; 
Depreciate furniture by 10%, provide half year’s interest on C's loan and Provide 
Rs. 20 for Outstanding Salaries, 
Prepare Trading and Profit & Loss A/c for the year endeq 31st March, 1989 and 
Balance Sheet as on that date. The figures in the question are in thousands, 
s Me (Adapted from АП India SSCE, 197g) 
anif and Latif are 5 sharing Profits d i i 
ks are kept ori the Single Entry SEE an а a th талоо :2, 
"ded March 31,1989 gives an? following à it Cash Book 
Cash Ieceived from 
Cash Sales, A 39 Es 
Capital (June 30) - Lati 6,500 
Cash paid to Cred; ors 4,000 
Rent 224 
W 2,000 
ages 600 
Sundry Expenses 4,350 
Tawings : Hanif 2,800 
Ti Lati 2,000 
IT assets and liabilit A 1,250 
fon Wes on April 1, 1988 and on March 31 1989 are as 
April us March 31,1989 
For Goods Fs 9,500 
For Rent 200 4,770 


486 


Rs. 
Rs, 

: d ст 
tock / 
Plant and Machinery | 400 600 
Fixtures Е 
Bad Debts Reserve [0 Я 
Cash 


requir; i for the year 
ed to prepare Trading and Profit and Loss Account ‹ 
keane scien and a Balance Sheet as on that date, allowing interest on Capital 


at 15% 


per annum. Salary to Latif Rs.1,500; Interest on Drawings: Hanif Rs.70, Latif 


Rs.80; Depreciate Machinery 20% and Fixtures 10%. Provide for Bad Debts Reserve 


an amount equal to 5% on Debtors. Capital Accounts as at April 1,1988 were Hanif 
Rs. 8,000 and balance to Latif, 


I7. X, who keeps his books by single entry, gives you the following infor- 
mation : . 
Assets and Liabilities 
April 1,1988 March 31,1985 
Stock 18,700 20,400 
Debtors 12,000 14,000 
Creditors 9,000 1,500 
Bills Receivable 4,000 5,000 
Bills Payable 1,000 200 
Furniture 600 600 
Building 12,000 120 
Bank Balance н 4350 3,35 
(overdraft) 
You are also given the following information : 
(i) A provision of Rs. 1,450 is required for bad and doubtful debts, 
(ii) Depreciation @ 5% is to be written off on Building and Furniture. 
(ii) Wages outstanding Rs. 3,000, Salaries outstanding Rs, 1.200, 
(iv) Insurance has been prepaid to the extent of Rs, 250, 
(V) Legal Expenses outstanding Rs, 700 


(vi) 


Drawings of X during the year were Rs. 7,520, 


You are required to find out 


Profit for the year and prepare Balance Sheet 85 
on 31st March, 1989. 
18. Sharma and Varma keeping their books under Single Entry System have 
placed the following facts before you: 
(i) Their statement of affairs as at 151 April, 1988 
(ii) A summary of cash transactions for 1988-89, and 
(iii) A list of Temaining transactions for the year 
(i) Re” Rey Rs. RE 
Loans ч 12,000 Debtors 40,000 
Bal Pay bl dis u" ` 39250 
з Payable 1,500 Provisi 750 
Capitals : Sharma 80,000 Bills Receivable — — 1000 
Varma 60,000 140000 Stock 30000 
m 55, 
сааи 1,250 


ETS — 
1,80,500 1,80,500 
— سے‎ 


A E Rs. 
(ii) ts to 
To Balance on 1.4.1988 1250 — By ушан 1,10,0007 
ived fı 
To rom Lo тот 1,72,000 By Cash Purchases 25000 
To Bills Receivable 35,000 E odii, a 12,000 
To Cash Sales 24,500 у кашар 9000 
By Rent 6,000 
By Interest 450 
By General charges 750 
By Drawings: 
Sharma 8,000 
Varma 7,500 15,500 
By Balance on 
31.3.1989 9,050 
M 
^ 232750 232750 
wy TEC. pv 
Total Purchases 2,15,000 Bills Payable accepted E 
Total Sales 237,150 during the year 50,000 
Discount allowed to Stock on 31.3.1989 90,000 
Customers 1,250 Owing for Outstanding 
Discount allowed by liabilities 1,500 
Creditors 1,850 Owing for commission 
Bills Receivable Teceived camed by the fj 
during the year , 60,000 peto) 1200 
M ro T 


OU are required to Prepare Tradin and 
Sheet from the above, А < 
You are given below n 


(a) Information about 
Ф) c 


„25000; Sundry Debtors 
] Рі, H 

Buildings Re. 70,000; Chin pes us T and Machinery Rs. 47,000; L 
Liabilities o Mr Single] Y " 

Bills Payabl a 6,000 Pak overdraft Rs. 5000; Sundry Creditors Rs.36,000; 
(i) Cash 1 ions: Rena; 

Cncashed Rs, 1,00000: Receipts from Debtors Rs, 2,90 

P, 


000, Bilis Receivable 
а : i 
m irr paps Wages Rs. 15,800; Bills Payable Rs.1,43,000; Pay- 
ash at the end Rs, 24 ў А РЕ Expenses, Ri, 8,000; swings Rs. 45,000; 
(i) Other information 
5 (all cred} А 
Rt Car 1500 Bills rien Teceiveg к 
ч credit ў © year 
Discount ceived m 3.00000 ik (21а March, 1989) “eae 
1e] à 
200 during the yea Р 1,50,000 
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Create provision for doubtful debts on debtors at the end at 5%. Depreciate plant 


at 5% and building at 2.5 % . 


You are required to prepare a Trading and Profit and Loss Account for the year 


ended 31st March, 1989 and a Balance Sheet as on that date. 


i i From the following 
. Ram Prakash keeps his books on Single Entry System. 
Dico отдел him, prepare a Trading and Profit & Loss Account for the year 


ended 31st March, 1989 and a Balance Sheet as on that date: 


v Furniture 
Stock 
Sundry Debtors 
Prepaid Expenses 
Sundry Creditors 
Unpaid Expenses 
Cash 


Receipts and Payments during the year were as follows : 


Receipts from Debtors 
Paid to Creditors 
Transportation in 
Drawings 

Sundry Expenses 
Fumiture purchases 


Other Informations : 


. There were considerable amounts of. 


` amounted to Rs. 23,000. Provide 
on Debtors. 


31st March, 1988 31st March 1989 
d Rs. Rs. 
10,000 12,000 

6,000 2,000 
12,000 14,000 
7 
4,000 
1,200 2,000 
2,200 
42,000 
20,000 
4,000 
12,000 
14,000 
2,000 


8 ar 
Cash Sales. Credit purchases during the Ye 


% 
a provision for doubtful debts to the extent of 5 7? 


(Adapted from Delhi Board SSCE, 1980) 


ANSWERS 


PRACTICAL EXERCISES —1 


0. 


1. Profit Rs. 47,500; Balance Sheet Rs. 2,02,500 

2. Profit Rs 33,900. : 

3. Total Purchases Rs. 66,100. 

^. (a) Profit Rs. 4,500. (b) Rs. 2,070, 

5. Profit Rs, 1,680, 

6. Profit Rs. 6,800. 

7. Profit Rs. 5,800, 

8. Profit Rs. 3,250; Balance Sheet Rs. 2,19,000. 

9. Profit Rs, 8,950, 

10. Profit Rs. 15,160, 00 
ll. Gross Profit Rs. 13,600 ; Net Profit Rs. 10,400 ; Balance Sheet Rs- 30d 0 
12. Gross Profit Rs. 36,720 ; Net Profit Rs. 15,400 ; Balance Sheet Rs. Ped 
13. Gross Profit Rs. 29.200 ; Net Profit Rs. 12,650 Balance Sheet Rs. 1415 
14. Gross ProfitRs. 88,000 ; Net ProfitRs.41,000 ; Balance Sheet Rs. 149 | 
15. Gross Profits, 58,500 ; Net Profit Rs. 33,500 ; Balance Sheet Rs. 1.94 

16. Gross Profit Rs. 60,000; ; 


Net Profit Rs, 33,950; Balance sheet Rs. 11” 


45 


د 


ту к 
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PRACTICAL EXERCISES—II 
Net Profit Rs.3,160 ; Balance Sheet Rs.22, 160. 
Net Profit Rs.9,807 ; Balance Sheet Rs.60,807. 
Net Profit Rs.12,750 ; Balance Sheet Rs.53,400. 
Net Profit Rs. 6,317 ; Total of Balance Sheet Rs.16,747. 5 


Net Profit Rs.15,035 ; Total of Statement of Affairs Rs.1,93,535. 

Gross Profit Rs.29,200 ; Net Profit Rs.18,100 ; Balance Sheet Rs.60,900. 
Balance Sheet Rs.42,200 

Total sales Rs.1,36,200. 


Bills received during the year Rs.30,000. Balance of Total Debtors A/c on 
31st March, 1989 Rs.58,000. 


Credit sales Rs.66,000. Credit Purchases Rs.29,400 

Total Sales Rs.73,863; Total Purchases Rs.42,554. 

Total Sales Rs.1,53,600; Total Purchases Rs.1,15,400. 

Gross Profit Rs.20,800; Net Profit Rs.12,832 ; Balance Sheet Rs. 50,412. 


Bank Balance Rs.2,600 ; Gross Profit Rs. 14,200 ; Net Profit Rs.9,100 ; 
Balance Sheet Rs.17,500 


Gross Profit Rs. 4,20,000; Net Profit Rs.86,000; Balance Sheet Rs.23,50,000. 
Gross Profit Rs.13,275; Net Profit Rs. 4,540 : Balance Sheet Rs.32,960. 
Profit Rs. 6,090 ; Balance Sheet Rs. 50,170. 

Gross Profit Rs. 67,750 : Net Profit Rs. 48,250 ; Balance Sheet Rs. 2,35,900. 
Gross Profit Rs. 68,900 : Net Profit Rs. 41,550; Balance Sheet Rs. 2,57,550. 
Gross Profit Rs. 21,400 ; Net Profit Rs. 6,300 ; Balance Sheet Rs.28,300. 
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xreciate plant 
C ovision for doubtful debts on debtors at the end at 5%. Depreci 
. Create pr 
d building at 2.5 % . ade 
dn required to prepare a Trading and Profit and Loss Account for 
D Mach 1989 and a Balance Sheet as on that date. RE 
Eun Ram Prakash keeps his books on Single me res. vigo eue 
а i i i d Profit 55 
i i ovided by him, prepare a Trading ап у 
ет М. 1989 and a Balance Sheet as on that date: 


ch 1989 
31st March, 1388 31st Mar sd 
) 12,000 
i 10,000 2:000 
A S А 6,000 14000 
Sundry Debtors 12,000 400 
Prepaid Expenses 
SEM. Creditors 4,000 | 2000 
Unpaid Expenses 1 200 
Cash 2200 
Receipts and Payments during the year were as follows : aid 
Receipts from Debtors 200 
Paid to Creditors 0 
Transportation in E 
Drawings m 
Sundry Expenses 


Fumiture purchases 


Other Informations : 


‚ There were considerable amo 
` amounted to Rs. 23,000. 


:ng the yet 
unts of Cash Sales. Credit purchases during 0 


to 
Provide a provision for doubtful debts to the exten 
on Debtors. 


З кою кы 
RARBRES 


© соз AMA AWN YE 


080) 
(Adapted from Delhi Board SSCE, 1 


ANSWERS 
PRACTICAL EXERCISES — I 
Profit Rs. 47,500; Balan 
Profit Rs 33,900, 
Total Purchases Rs. 66,100. 


(a) Profit Rs. 4,500, (b) Rs. 2,070. 
Profit Rs, 1,680, 


Profit Rs. 6,800, 

Profit Rs. 5,800, 

Profit Rs. 3,250 ; Balance 
Profit Rs, 8,950, 

Profit Rs. 15,160, 

Gross Profit Rs. 13,600 ; Net 
Gross Profit Rs. 36,720 ; Net 
Gross Profit Rs. 29,200 ; Net 
Gross Profit Rs, 88,000 ; Net 
Gross ProfitRs, 58,500 ; Net 
Gross Profit Rs. 60,000 ; Net 


ce Sheet Rs. 2,02,500 


Sheet Rs. 2,19,000, 


‚31,800 
Profit Rs.. 10,400 ; Balance Sheet RS 56420 
Profit Rs. 15,400 ; Balance Sheet Rs: 14150 
Profit Rs. 12,650 ; Balance Sheet R5: 


9^, 
Profit Rs. 33,500; Balance Sheet Rs- 1 12450 
ProfitRs.33,950; Balance sheet Rs- } 


49,000 " 
Profit Rs. 41,000; Balance Sheet Rs 1^ o, 


E 


= 


Rm NE. T 
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Balance Sheet Rs.42,200 
Total Sales Rs.1,36,200, 
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Gross Profit Rs.20,800: Net Profit Rs.12,832 ; Balance Sheet Rs. 50,412. 


Bank Balance Rs.2,600 ; Gross Profit Rs. 14,200 ; Net Profit Rs.9,100 i 
Balance Sheet Rs.17,500 , 


Gross Profit Rs.13,275; Net Profit Rs. 4,540 : Balance Sheet Rs.32,960, 
Profit Rs. 6,090 ; Balance Sheet Rs. 50,170, 
Gross Profit Rs. 67,750: Net Profit Rs.48,250 ; Balance Sheet Rs. 2,35,900. 
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